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«  Events 


The  Indonesian  Election  of  1987 


Indonesians  are  preparing  for  the  fourth  general  election  under  Soeharto's 
New  Order  Government.  The  election  which  will  take  place  in  April  1987,  are 
of  some  significance  because  of  two  reasons.  First,  the  contestants  are  no 
longer  supposed  to  campaign  under  different  ideological  banners  but  would 
have  to  attract  voters  on  the  basis  of  concrete  development  programmes.  Se- 
cond, the  1987  election  for  the  House  of  Representatives  (DPR),  the  People's 
Consultative  Assembly  (MPR),  and  local  Legislative  Bodies,  will  signify  the 
process  of  generational  change  in  Indonesia.  More  than  50  per  cent  of  the  more 
than  90  million  voters  are  under  40  years  of  age.  They  are  seen  as  the  "new 
breed"  in  society,  since  they  did  not  experience  the  pre-independence  era. 
Golkar,  the  functional  group,  which  has  been  "the  dominant  or  ruling  party" 
in  Indonesia  since  1971,  has  recruited  new  candidates  mainly  from  among  the 
younger  generation.  It  is  expected  that  this  new  group  will  play  an  important 
:  role  in  the  formulation  of  the  second  25  year,  long-term  development  strategy. 

Golkar  has  stated  its  objective  of  winning  70  per  cent  of  the  votes  in  the 
i  next  general  election.  This  target  is  higher  than  the  64  per  cent  of  votes  it 
i  received  in  the  1982  election.  It  is  being  questioned  by  many  whether  Golkar 
;  could  obtain  its  officials  target.  Of  equal  interest  is  the  performance  of  the 
•  other  2  parties,  namely  the  United  Development  Party  (PPP),  which  tradi- 
tionally is  seen  as  an  Islamic  Party,  and  the  Indonesian  Democratic  Party 
;  (PDI),  which  consists  of  the  nationalist  groups  and  the  formerly  Christian  and 
•Catholic  Parties. 

Indeed,  the  outcome  of  the  next  election  in  Java  and  Sumatra  cannot  easily 
I  be  predicted.  The  achievement  of  Golkar's  official  target  cannot  be  taken  for 
I  granted  since  the  level  of  political  consciousness  in  these  two  islands  is  quite 
high  and  therefore,  their  votes  can  go  in  any  direction.    In  the  1982  election 
'Golkar  lost  2  seats  in  West  Java  and  3  seats  in  East  Java  but  gained  3  seats  in 
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Central  Java.  The  difference  in  voting  behaviour  between  Java  and  Sumatra 
on  the  one  hand  and  the  rest  of  Indonesia  --i.e.  eastern  Indonesia  -  on  the 
other  hand  is  that  in  the  former  case  the  government  and  its  officials  no  longer 
assume  a  dominant  role  as  the  community's  patron  as  they  are  in  the  latter 
case.  Therefore,  the  influence  of  informal  leaders,  such  as  traditional  leaders, 
teachers,  ulemas,  intellectuals  and  even  entrepreneurs,  need  to  be  taken  into 
account  in  predicting  the  outcome  of  the  election.  It  is  most  likely  that  only  in 
the  eastern  parts  of  Indonesia  would  Golkar  achieve  absolute  victory. 

Another  reason  for  the  uncertain  outcome  of  the  election  is  the  current 
economic  downturn  in  the  country,  especially  after  the  devaluation  of  the  cur- 
rency by  31  per  cent  on  12  September  1986.  But  anyway,  Golkar's  supporters 
are  mainly  in  the  rural  areas  and  they  are  relatively  less  affected  economically 
because  the  rural  economy  has  performed  rather  well  over  the  past  4  years. 
The  urban  sector  ~  especially  in  Java  -  which  is  heavily  dependent  on  in- 
dustrial activities  and  on  imports  has  to  absorb  a  greater  burden  of  the 
devaluation.  It  is  here  where  Golkar  will  face  greater  challenges.  The  1987 
Election  will  show  whether  there  is  a  strong  relationship  between  the  outcome 
of  the  election  for  Golkar  and  economic  development.  The  devaluation  has 
raised  the  debate  in  the  society  on  the  government's  economic  strategy  and 
policies.  The  debate  was  taken  up  mostly  by  the  press  and  somewhat  heaten 
the  atmosphere.  It  was  unfortunate,  however,  that  the  indiscreet  reporting  by 
the  Sinar  Harapan  daily  led  the  government  to  revoke  its  licence. 

The  behaviour  of  the  new  generation,  namely  the  17  million  youth  that  will 
vote  for  the  first  time  in  1987,  is  equally  an  interesting  subject  of  speculation. 
A  recent  poll  by  the  highly  respected  Tempo  weekly  suggested  that  38  per  cent 
of  those  youngsters  in  polling  would  vote  for  Golkar,  14  per  cent  and  8  per  cent 
of  them  for  PPP  and  PDI,  respectively.  The  remaining  40  per  cent  had  not  made 
up  their  mind.  It  would  be  interesting  to  repeat  the  poll  2  weeks  or  so  before 
the  election  to  see  how  the  pattern  may  have  changed  following  intensive  cam- 
paigning by  the  contenders.  The  Tempo  poll  also  showed  the  independent 
mind  of  the  younger  generation  in  regard  to  voting.  It  also  showed  that  they 
generally  are  interested  in  politics  but  are  not  inclined  to  be  involved  in  prac- 
tical politics.  Furthermore,  the  poll  indicated  that  they  do  have  confidence  in 
the  prevailing  political  system.  Therefore  78  per  cent  of  them  intended  to  go  to 
the  polls  in  April  1987.  This  participation  was  seen  by  80  per  cent  of  them  as  a 
way  to  contribute  to  the  improvement  of  society's  life. 

At  the  national  level  it  is  also  interesting  to  observe  the  implications  of  the 
adoption  of  the  national  ideology,  Pancasila,  as  the  sole  principle  for  all 
political  parties  and  mass  organisations.  In  the  first  place,  this  has  the  effect  of 
the  detachment  of  PPP  from  Islam.  In  addition,  the*  largest  Islamic  social 
organisation,  Nahdlatul  Ulama,  has  dissociated  itself  from  officially  sup- 
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porting  PPP  and  allows  its  members  to  vote  for  either  one  of  the  three  con- 
tenders. However,  what  these  would  mean  for  PPP  remain  equally  uncertain. 
Largely  because  developments  at  the  national  level  are  not  always  in  line  with 
the  aspirations  and  interests  at  the  local  levels. 

The  next  election  will  be  the  first  appearance  of  a  united  youthful  PDI  that 
indeed  could  attract  and  present  a  new  alternative  to  younger  voters.  Tradi- 
tional PDI  supporters  in  Central  Java,  North  Sumatra  and  South  Sumatra, 
who  in  the  1982  Elections  voted  for  Golkar  may  find  a  rejuvenated  PDI  attrac- 
tive. 

Golkar  also  has  taken  steps  to  improve  its  organisational  structure  and 
capabilities.  It  has  now  8  million  cadre-members,  of  which  45  per  cent  are 
from  the  younger  generation.  It  is  hoped  that  in  the  1987  Election  Golkar 
would  appear  less  dependent  on  the  armed  forces  and  especially  on  the  corps 
of  civil  servants  (Korpri).  Indeed,  the  armed  forces  no  longer  played  an  active 
role  since  the  1982  Election. 


Jusuf  WANANDI 


The  US-Indonesia  Dialogue 

The  Centre  for  Strategic  and  International  Studies  (CSIS)  held  a  second 
dialogue  with  its  counterpart  from  the  US  on  21-23  January  1987.  This 
meeting  held  in  Washington  D.C.  was  non-governmental  in  nature,  but  was  at- 
tended by  government  officials  of  both  parties,  especially  those  related  to 
foreign  affairs.  All  former  US  ambassadors  in  Indonesia  as  of  1966  were  also 
present. 

This  time  the  meeting  focused  its  discussions  on  economic  matters:  Op- 
portunities, Obstacles,  Options.  However,  political  matters  cannot  be  ex- 
cluded, since  a  great  number  of  difficulties  and  obstacles  have  their  roots  in 
the  political  field  (domestically). 

In  general  bilateral  relations  between  the  two  countries  were  quite  har- 
monious, in  both  the  political  and  economic  fields,  however  there  are  indeed 
some  problems.  The  two  partners  constitute  big  powers  (the  US  is  number  four 
and  Indonesia  number  five  in  the  world  in  terms  of  the  number  of  population) 
which  very  often  are  not  willing  to  "give  in";  furthermore  both  countries  have 
respectively  greatly  different  philosophies  and  economic  interests. 
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Both  countries  are  also  facing  formidable  economic  and  social  difficulties 
and  are  looking  for  a  way  out.  Hence  domestic  affairs  are  also  colouring 
bilateral  relations  and  at  times  set  up  "gravel,"  the  sharpness  of  which  will  be 
felt  if  one  happens  to  stumble  against  it. 

Since  Indonesia  needs  the  US  as  a  market  and  partner  in  its  development, 
and  reversely  the  US  needs  the  goodwill  and  political  support  of  Indonesia  as  a 
big  developing  country  and  considered  as  leader  of  ASEAN,  the  best  way  is  to 
make  serious  efforts  to  understand  each  respective  country's  difficulties,  sym- 
phathising  with  one  another  and  to  mutually  support  and  accommodate  each 
other.  Informal  meetings  but  attended  by  decision  makers,  or  their  staffs  and 
advisors,  to  be  held  openly  and  in  a  friendly  atmosphere,  will  be  very  helpful. 
Their  conclusions  may  become  valuable  inputs  for  the  respective  governments. 

The  United  States  still  constitutes  the  biggest  economic  power  in  the  world, 
and  the  driving  force  of  the  world  economy.  If  the  US  economy  weakens  or 
retards,  Europe  and  Japan  will  also  suffer,  which  will  also  have  its  impact  on 
the  developing  countries.  If  the  three  blocs  of  these  world  giants  are  at  odds  in 
the  economic  field,  it  is  as  it  were  two  elephants  fighting  with  each  other  and 
capable  of  crushing  small  animals  that  are  near  them.  A  case  in  point  was 
when  the  US  and  Europe  were  waging  a  price  war  in  selling  agricultural  pro- 
ducts  and  each  of  them  lowered  down  the  prices  (it  was  made  possible  by 
government  subsidy);  and  Thailand  being  squeezed  in  the  middle  cried  for 
help. 


The  USA  as  a  Market 

US  imports  from  Indonesia  are  valued  at  US$4  billion  to  US$5  billion  a 
year,  depending  on  the  oil  prices.  Conversely  it  could  "only"  export  to  In- 
donesia a  number  of  goods  worth  one  billion  dollars  a  year.  If  formerly  a 
greater  part  of  cars,  refrigerators,  machinery  equipment  and  the  like,  were  im- 
ported from  the  US  by  Indonesia,  today  the  US  has  been  pushed  aside  by 
Japan,  and  in  the  near  future  by  NICs  such  as  South  Korea  and  Taiwan.  The 
USA  is  also  a  big  exporter  of  agricultural  produce,  but  that  position  is  also 
diminishing  since  each  country  is  making  efforts  to  become  self-sufficient  in 
food.  Hence,  what  should  the  US  export?  Only  high-tech  commodities?  How- 
ever, except  in  the  field  of  aeroplanes  and  super  computers  the  US  has  also 
been  competed  by  a  number  of  other  industrialised  countries  since  they  are 
often  capable  of  supplying  goods  with  lower  prices  or  other  more  attractive 
conditions.  Therefore,  the  US  is  now  emphasising  trade  in  services  as  a  new 
comparative  advantage. 

The  USA  has  so  far  been  the  best  market  for  many  countries  including  In- 
donesia. Indonesia's  non-oil  commodities  are  for  the  greater  part  exported  to 
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the  USA,  and  its  manufacturing  products,  especially  textiles,  garments  and 
plywood  are  also  widely  exported  to  that  country  notwithstanding  the  exis- 
tence of  various  quotas.  Owing  to  the  quotas  the  increase  of  Indonesia's  gar- 
ment export  is  limited  by  7  per  cent  a  year.  This  is  certainly  an  obstacle,  but 
other  developing  countries  are  also  treated  likewise.  Moreover  expansion  may 
still  be  made  in  various  categories  not  under  quota,  whereas  concerning  quan- 
titative limitation  of  quotas  (the  number  of  garments)  improvements  in  terms 
of  the- value  of  each  commodity  may  still  be  made  and  in  this  way  increase  the 
amount  of  income. 

The  dialoque  participants  from  the  US  liked  to  emphasise  the  fact  that 
what  has  happened  in  the  USA  to  date  are  more  in  the  nature  of  protectionist 
sentiments  rather  than  actions.  This  latter  is  still  controlled  by  the  government 
and  a  good  example  is  the  Jenkins  Bill  being  vetoed  by  Reagan.  However,  one 
should  bear  in  mind  that  this  protectionist  sentiment  is  really  deep  and  increas- 
ing: and  has  become  a  symptom  of  a  serious  socio-economic  disease  suffered 
by  the  US. 


A  Sound  US  Economy? 

Is  the  US  economy  sound  or  not?  There  is  some  truth  in  both  alternatives. 
Economists  like  to  look  only  at  statistical  figures.  Measured  from  this  point  of 
view  the  US  economy  may  be  called  quite  sound.  The  US  economy  came  out 
from  a  grave  recession  in  1980-1982,  and  this  recovery  has  proceeded  for  more 
than  four  years  and  there  is  no  danger  of  relapsing  into  another  recession  in 
the  near  future.  The  economic  growth  rate  is  indeed  not  high,  but  a  growth 

:  rate  of  2.5  to  3  per  cent  a  year  in  the  present  global  situation  is  quite  normal 
for  a  big  industrialised  country.  The  inflation  rate  in  the  US  is  already  low, 
and  the  interest  rate  has  also  declined  quite  considerably.  The  rate  of 

I  unemployment  is  still  quite  high,  around  7  per  cent  a  year,  but  this  rate  is  still 
far  below  that  of  Europe;  moreover  this  figure  is  beginning  to  decline. 

Conversely,  the  US  economy  is  facing  a  variety  of  grave  structural  dishar- 
monies, such  as  the  large  deficit  in  the  federal  government's  budget  and  in  its 
balance  of  payments.  The  USA  has  already  become  a  capital  importing  coun- 

I  try,  and  is  no  longer  a  capital  exporter.  Domestic  and  foreign  debts  of  the 
federal  government  augment  frighteningly  each  year.  The  rate  of  domestic 

;.  savings  declines.  If  these  trends  persist  there  is  a  possibility  that  the  US  may 
lapse  into  a  serious  debt  crisis  which  may  drag  the  entire  world  along  with  it. 

Protectionism,  a  Political  Phenomenon 

If  according  to  economists  the  current  US  economy  may  still  be  regarded  as 
I  being  sound,  for  many  politicians  whose  positions  depend  on  the  number  of 
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voters  in  their  respective  electoral  regions,  the  socio-economic  condition  is 
quite  acute.  Especially  in  the  eastern  and  central  region  of  the  US  where  many 
electors  are  facing  the  present  and  future  with  apprehension.  Textile,  steel, 
automotive,  oil,  electronics  industries  and  the  like  are  facing  a  very  difficult 
period  of  transition. 

Very  often  one  puts  the  blame  on  the  unfair  competition  of  foreign  sup- 
pliers instead  of  on  the  condition  and  growth  of  the  productivity  proper. 
Hence  the  federal  government  is  put  under  pressure  by  Congress  members  to 
impose  export  restrictions,  to  take  countermeasures,  and  to  make  a 
breakthrough  in  foreign  trade  so  as  to  facilitate  US  suppliers  in  having  access 
to  it. 

Those  who  suffer  are  not  only  some  industrial  branches  which  provide  a 
considerable  number  of  employment  opportunities,  but  also  the  agriculture  in 
the  US  is  facing  a  gloomy  future.  Many  farmers  could  not  repay  their  debts  to 
banks,  on  account  of  the  falling  prices  of  agricultural  products  and  the  export 
restrictions  by  quotas  and  protectionist  measures  abroad. 

In  this  regard  the  Reagan  administration,  being  in  a  desperate  position, 
puts  a  premium  on  opening  foreign  markets  for  US  exporters  and  producers, 
instead  of  restricting  imports  to  the  US. 


Difficulties  in  Indonesia 

On  the  other  hand,  since  these  last  few  years  Indonesia  has  been  facing 
enormous  economic  difficulties,  the  solution  of  which  depends  on  either  the 
domestic  reformative  and  innovative  actions  or  on  foreign  aid  and  oppor- 
tunities for  market  expansion  abroad.  The  USA,  a  big  global  economic  power 
is  expected  to  help.  But  it  is  precisely  due  to  the  difficulties  the  US  is  facing 
that  the  country  cannot  do  much  about  it.  Sometimes  Indonesia  even  feels  the 
repercussions  of  the  general  countermeasures  which  are  not  directed  to  In- 
donesia in  particular.  However,  if  that  happens  to  Indonesia,  the  government 
will  also  be  irritated  and  sometimes  will  give  rise  to  a  "miner"  tone  in  the 
bilateral  relations. 

As  far  as  foreign  aid  relations  are  concerned  the  US  share  in  the  framework 
of  IGGI  has  decreased,  from  about  US$110  million  a  year  to  approximately 
US$74  million  only.  Hence  US  support  and  influence  in  multilateral  institu- 
tions, such  as  the  World  Bank,  Asian  Development  Bank,  and  IMF  are  very 
much  awaited.  However,  even  in  this  respect  there  are  no  tangible  results. 
Foreign  investment  from  the  US  is  also  declining  since  currently  the  US 
receives  more  foreign  investments  (from  Japan  and  Europe)  than  it  invests  in 
developing  countries. 
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In  the  area  of  trade,  Indonesia,  as  a  matter  of  fact,  has  to  admit  and  be 
aware  of,  that  the  US  markets  so  far  were  better  than  those  of  Europe  and 
Japan. 

Nevertheless  the  spirit  of  protectionism  in  the  US  may  at  any  time  become 
import  restriction  measures;  moreover  after  many  Congress  men  have  been 
elected  by  their  promises  to  help  promote  the  industry  in  their  respective 
regions  and  solve  unemployment.  The  Jenkins  Bill  will  continue  to  haunt  in 
1987. 


Intellectual  Preperty  Rights 

Presently  there  is  also  a  trade  issue  which  is  very  sensitive  in  the  US,  namely 
the  intellectual  property  rights,  particularly  concerning  the  protection  of 
copyrights  and  patents.  In  many  developing  countries,  also  in  East  Asia  and 
Southeast  Asia,  the  US  feels  its  copyrights  and  patents  being  expropriated,  for 
example,  those  concerning  the  piracy  of  western  songs  recorded  in  cassettes, 
which  happens  likewise  to  films,  computer  software,  and  the  like.  The  proper- 
ty rights  issue  is  the  most  urgent,  since  the  US  government  has  been  put  under 
pressure  to  take  countermeasures  as  of  1st  April  1987,  if  there  are  no  im- 
provements in  this  matter.  The  minimum  improvement  expected  from  In- 
donesia is  the  existence  of  a  Bill  amending  the  existing  law  on  property  rights. 
Similar  actions  have  been  promised  by  Singapore,  Malaysia,  Thailand  and  is 
also  expected  from  Indonesia.  Otherwise  the  export  rights  of  handicrafts  with 
GSP  (Generalised  System  of  Preferences)  facility  will  be  revoked.  The  handi- 
crafts exports  using  this  GSP  facility  is  not/not  yet  significant  for  Indonesia, 
i.e.  around  US$38  million  a  year,  but  its  potential  is  much  greater,  and  has 
been  exploited  by  Singapore,  the  Philippines,  Thailand  and  the  like. 

Although  the  GSP  export  magnitude  is  still  small,  it  would  not  be  prudent 
to  ignore  the  US  "threat"  of  a  trade  war,  since  it  may  escalate  into  much 
severer  measures  and  may  poison  the  already  good  bilateral  relationship.  One 
may  indeed  feel  being  intrigued  on  account  of  the  US  acting  as  "Rambo,"  or 
as  a  big  boy  terrorising  the  smaller  boys.  This  is  even  compounded  by  the  fact 
that  Indonesia  being  a  major  developing  country  has  become  very  sensitive  in 
that  at  a  time  she  is  facing  a  difficult  period,  the  US  has  caused  the  country 
more  headache  instead  of  giving  her  an  aspirin.  However,  in  a  realistic 
j  diplomacy  one  has  to  keep  one's  head  cool,  though  one's  blood  may  boil.  In 
the  USA,  Indonesia  has  many  friends  and  symphatisers,  who  are  willing  to 
help  because  they  know  Indonesia's  difficulties.  For  example,  at  the  State 
Department,  in  Capitol  Hill  and  the  like.  They  should  be  given  a  feedback  so 
as  to  enable  them  to  help  Indonesia  more  effectively.  If  Indonesia  has  to  ac- 
commodate the  US  demand  concerning  intellectual  property  rights,  minimally 
before  1st  April  1987,  this  should  not  be  regarded  as  "giving  in"  to  a  big 
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power,  but  has  to  become  a  bait  to  catch  a  bigger  fish,  namely  the  expansion  of 
Indonesia's  markets  in  the  US.  If  Indonesia  has  already  safeguarded  the  pro- 
perty rights  of  her  domestic  artists,  sooner  or  later  it  would  be  natural  if  the 
country  gives  similar  treatment  to  other  countries. 


Mohammad  SADLI 


Privatisation  of  the  State-Owned  Enterprises 

In  the  last  three  years  there  has  been  a  lot  of  interests  shown  in  the  idea  of 
privatisation  in  Indonesia  and  in  the  last  three  month  most  of  the  newspapers 
and  magazines  spent  a  lot  of  their  space  in  carrying  articles  on  privatisation. 
The  main  reason  for  this  increasing  interest  in  privatisation  is  that  the  people 
are  looking  for  new  ways  to  use  resources  more  efficiently  and  effectively  and 
find  new  ways  to  mobilise  resources  for  economic  development. 

Since  the  price  of  oil  dropped  unexpectedly  and  drastically  in  the  beginning 
of  the  1986/1987  fiscal  year,  Indonesia  seems  to  have  recognised  that  in  order 
to  pursue  a  significant  economic  progress  she  has  to  use  her  resources  more  ef- 
ficiently and  has  to  reduce  her  economy  to  be  too  heavily  dependent  on  oil. 

According  to  government  data,  at  the  beginning  of  1987  there  were  215 
central  government  owned  enterprises  besides  a  number  of  local  government 
owned  enterprises.  In  the  1985/1986  fiscal  year  the  total  assets  of  those  central 
government  owned  enterprises  reached  the  amount  of  Rp  99,3  trillion  which 
means  about  103  per  cent  of  the  GDP  of  the  country.  The  sales  of  those  enter- 
prises were  126  per  cent  of  the  total  expenditure  of  the  government.  However, 
the  profit  margin  and  the  Rate  of  Return  (ROI)  of  those  enterprises  were  very 
low;  about  8.5  per  cent  and  2.4  per  cent  respectively.  Furthermore,  data  col- 
lected by  the  Indonesian  Business  centre  revealed  that  the  ROI  of  private  enter- 
prises was  for  beyond  that.  To  be  more  exact,  it  was  about  four  times  that  of 
the  ROI  of  state-owned  enterprises. 

Based  on  this  data  (see  Table)  some  of  the  well-known  economists  of  the 
country  argued  that  many  of  the  state-owned  enterprises  have  failed  in 
discharging  their  task  of  being  the  spearhead  of  modernisation  by  generating 
resources  for  further  investment,  or  to  be  the  pioneer  in  the  industrialisation 
process  of  the  country.  Some  well-known  economists  also  accused  some  of 
those  state-owned  enterprises  of  being  more  likely  a  burden  to  the  government 
budget  than  a  generator  of  new  resources.  Since  the  beginning  of  the  Five  Year 
Development  Plan  (1969/1970)  until  1985/1986  the  government  injected 
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around  Rp  3,689.4  billion  to  state-owned  enterprises  and  of  which  about  71.4 
per  cent  (Rp  2,634.0  billion)  has  been  done  in  the  last  six  fiscal  years  of  that 
period. 

Under  pressure  of  uncertain  oil  prices,  fiscal  and  monetary  constraints  or 
the  need  to  implement  adjustment  policies,  the  government  was  faced  with  the 
demand  to  re-evaluate  state-dwned  enterprises.  At  the  last  cabinet  meeting  held 
in  1986  and  in  the  Presidential  state  address  on  January  6,  1986,  the  President 
asked  all  the  cabinet  ministers  to  produce  a  report  on  the  performance  of  state- 
owned  enterprises  which  operate  under  their  domain.  Based  on  these  reports 
hopefully  the  President  can  decide  as  to  which  enterprises  are  to  be  allowed  to 
survive  and  which  will  not,  or  whether  privatisation  should  be  applied. 

In  industrialised  countries  the  privatisation  of  state-owned  enterprises 
seems  not  to  be  a  gigantic  task  to  implement.  Once  a  political  decision  has  been 
made  the  next  steps  to  be  taken  are,  to  find  the  right  investment  banker  to  im- 
plement the  decision,  to  get  the  correct  evaluation  of  assets  and  then  sell  those 
assets  by  using  the'  facilities  of  a  well-developed  capital  market. 

However,  in  Indonesia  privatisation  effort  is  not  an  easy  task.  Since  their 
establishment,  all  the  state-owned  enterprises  were  given  two  simultaneous  ob- 
jectives, namely  money  making  and  certain  functions  considered  socially  desi- 
rable ~  the  latter  has  been  recognised  as  the  implementation  of  the  Indonesian 
constitution,  especially  Article  33.  In  the  absence  of  a  well-developed  capital 
market  and  a  very  limited  number  of  potential  buyers,  privatisation  efforts 
become  more  difficult  to  implement. 

Contrary  to  the  industrial  developed  countries,  in  Indonesia  the  crucial 
questions  of  privatisation  are  as  to  how  it  could  be  done  and  who  will  be  the 
buyers.  In  determining  how  the  privatisation  is  to  be  carried  out  and  who  will 
be  the  buyers  numerous  political,  social  and  cultural  factors  come  into  play. 

Some  observers  or  political  figures  opposed  the  idea  of  privatisation  as  for 
them  privatisation  can  only  be  done  by  selling  government  owned  enterprises 
to  the  private  sector,  therefore  in  their  opinion  the  idea  of  privatisation  could 
be  contrary  to  the  Indonesian  Constitution.  Other  observers  reject  this  idea  as 
they  thought  that  state-owned  enterprises  are  bound  to  fall  in  the  hands  of  a 
very  limited  number  of  prople  or  to  an  ethnic  minority,  who  already  acquired 
considerable  economic  power.  By  letting  the  idea  of  privatisation  to  be  im- 
plemented, a  concentration  of  economic  power  and  consequently  political 
power  in  the  hands  of  a  very  limited  number  of  people,  or  an  ethnic  minority 
cannot  be  avoided. 

By  taking  into  consideration  the  opinion  of  those  who  opposed  the  idea  of 
privatisation,  the  existing  regulations  concerning  state-owned  enterprises  and 
the  condition  of  those  enterprises,  it  might  be  said  that  privatisation  in  In- 
donesia has  to  be  done  carefully  and  gradually. 
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The  first  step  to  be  made  is  to  classify  those  state-owned  enterprises  accor- 
ding to  the  objectives  they  have  to  achieve  and,  as  far  as  possible,  dual  objec- 
tives (money  making  and  social  function)  have  to  be  avoided.  By  so  doing  this 
could  be  carried  out  by  using  a  clear  yardstick  in  judging  the  performance  of 
each  state-owned  enterprise. 

Usually,  state-owned  enterprises  which  has  been  given  the  socially  desirable 
objective,  such  as,  for  example,  public  transportation,  electricity  in  remote 
rural  areas  which  suffer  losses,  for  those  enterprises  it  seems  reasonable  if  the 
government  provides  subsidies  as  long  as  the  government  budget  can  afford  it, 
or  as  long  as  it  does  not  create  a  negative  impact  on  the  economy. 

However,  those  state-owned  enterprises  with  similar  activities  on  private 
enterprises  have  to  be  evaluated,  using  the  common  standard  which  is  usually 
used  in  private  business  circles. 

If  those  state-owned  enterprises  suffered  a  loss  for  several  years  even 
though  they  are  subjected  to  a  special  treatment  by  the  government,  it  seems 
that  the  government  has  to  decide  as  to  whether  or  not  those  enterprises  will  be 
allowed  to  survive  or  transfer  them  fully  or  partially  (management  and/or 
assets)  to  the  private  sector. 

By  evaluating  the  performance  of  state-owned  enterprises  in  the  last  several 
years  it  seems  quite  true  to  say  that  some  of  those  enterprises  have  to  be 
transferred  to  the  private  sector.  However,  in  order  to  reach  its  goal,  for  exam- 
ple and  to  make  a  useful  contribution  to  economic  prosperity,  the  government 
needs  to  change  some  regulations  concerning  state-owned  enterprises  and 
besides,  a  well-functioning,  or  well-developed  capital  market  has  to  be  created. 


Table 


STATE-OWNED  ENTERPRISES  INDICATORS 
(Billion  Rupiah) 


1983/1984 


1984/1985 


1985/1986 


1.  Assets 

2.  Sales 

3.  Profit 

4.  Corporate  tax  paid 

5.  Government  injected  funds 

6.  Government  expenditures 

7.  Gross  domestic  product  (calender  year) 

8.  Number  of  enterprises 


70,185 
20,891 
2,296 


86,594 
26,487 


99,249 
28,669 


357.0 
591.7 


2,642 
681.3 
336.2 


2,426 
601.1 
412.3 


18,311.0 
73,697.6 
222 


19,380.9 
87,535.5 
222 


22,842.6 
96,066.4 
215 


Source:    Appendix  to  the  Presidential  State  Address,  August  15,  1986. 


Pande  Radja  SILALAHI 
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The  Philippines:  A  New  Mandate  for  President  Aquino 


Approaching  the  end  of  her  first  year  in  office,  President  Corazon  C. 
Aquino  of  the  Philippines  was  confronted  with  a  rapid  turn  of  events  shaking 
Pilippine  politics.  At  the  cabinet  level,  Aquino's  administration  was  shocked 
by  internal  quarrels  between  right-wing  and  leftist  elements  ~  not  necessarily 
communists  -  as  to  who  should  and  how  to  administer  the  country  and  what 
lines  of  policy  are  to  be  pursued.  These  preceded  a  cabinet  reshuffle  toward  the 
end  of  1986  in  which  Minister  of  Defence,  Juan  Ponce  Enrile,  a  staunch  critic 
and  a  flamboyant  political  actor  supported  by  certain  segments  within  the 
arms  forces  establishment,  and  several  other  ministers,  were  dismissed.  In  the 
broader  spectrum,  the  shooting  of  some  farmers  approaching  Malacanang 
Palace  during  a  demonstration  and  the  abortive  coup  by  a  group  of  soldiers 
still  loyal  to  deposed  President  Marcos  aggravated  the  political  crisis  in  the 
country,  These  events  signified  opposition  to  the  new  Constitution  drafted  by 
the  Constitutional  Commission  pending  public  endorsement.  It  was  clear  that 
the  opposition  came  from  the  extreme  Right,  such  as  Marcos  loyalists  and 
Enrile,  and  from  the  extreme  Left,  particularly  the  New  People's  Army 
(NPA). 

Indeed,  public  endorsement  of  the  new  Constitution  through  a  plebiscite 
on  2nd  February  1987  was  a  recognition  of  the  legitimacy  of  Mrs.  Aquino's 
presidency  resulting  from  the  "people's  power"  revolution  in  February  1986. 
The  remarkable  margin  of  affirmative  votes  for  Mrs.  Aquino,  four  out  of  five 
who  did  turn  out  at  the  poll,  has  no  doubt  given  her  the  right  to  govern  the 
Philippines  until  the  middle  of  1992  as  stipulated  by  Sec.  5,  Transitory  Provi- 
sions of  the  Constitution.  Having  won  the  legitimate  mandate  to  exercise  power, 
however,  Mrs.  Aquino  has  to  face  mounting  social,  economic,  political  and 
security  problems  that  for  a  long  time  have  beset  the  country.  The  question  is 
whether  she  could  act  decisively  and  with  determination  to  deal  with  the  pro- 
blems in  the  next  five  years. 

In  the  first  place,  the  fact  that  Mrs.  Aquino  has  victoriously  laid  down  a 
constitutional  framework  in  which  to  govern  the  country  does  not  necessarily 
mean  that  she  has  been  able  to  equip  her  administration  with  strong  and 
unified  determination.  This  is  not  a  simple  matter  considering  that  her 
emergence  to  power  has,  to  a  great  degree,  owed  support  to  various  social  and 
political  groups  committed  to  bringing  down  President  Ferdinand  E.  Marcos 
from  power.  Her  first  year  of  presidential  office  has  been  dominated  by  con- 
flicting interests  among  cabinet  members  representing  Rightist  and  Leftist 
aspirations.  Dissatisfaction  with  Aquino's  policy  on  and  approaches  to  par- 
ticular issues  and  suspicion  toward  other  members  of  the  cabinet  and  govern- 
ment apparatus  have  been  pronounced  particularly  among  the  Rightists.  These 
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have  tended  to  destabilise  the  Aquino  administration  through  pressure  for 
policy  and  personnel  changes.  In  order  to  have  a  strong  and  clean  administra- 
tion, however,  the  President  must  be  able  to  choose  the  right  person  for  the 
right  post  at  the  right  time. 

Yet,  immediately  after  the  public  approval  of  the  Constitution,  President 
Aquino  has  to  face  another  problem  created  by  the  resignation  of  eight 
ministers  because  of  their  candidacy  for  the  senate.  Most  of  these  are  con- 
troversial figures  during  the  first  year  of  her  presidency.  The  logical  implica- 
tion is  whether  she  could  replace  those  ministers  with  better  personalities  so  as 
to  alleviate  the  destabilising  factors  within  her  cabinet.  In  the  past  critics 
charged  the  Aquino  administration  with  factionalism,  incompetence  and  cor- 
ruption among  her  close  aides.  It  is  likely  that  the  ability  of  the  President  to  fill 
the  ministries  with  credible  figures  will  constitute  one  of  the  stabilising  factors 
of  her  government  and  Philippine  politics  as  well. 

Added  to  this  is  the  role  of  the  Congress  of  the  Philippines,  which  consists 
of  a  Senate  of  24  Senators,  and  a  House  of  Representatives  of  no  more  than 
250  members,  the  first  election  of  which  will  be  held  on  May  1987.  Many 
policy  lines  which  will  be  adopted  by  Aquino's  government  will  be  dependent 
on  the  approval  of  the  Congress.  Should  the  scheduled  May  election  result  in 
a  more  accomodative  Congress  to  the  Aquino  administration's  major 
domestic  policies  and  external  relations,  she  will  not  be  in  trouble.  Otherwise, 
a  serious  problem,  particulary  if  the  opposition  parties  and  groups  could 
secure  a  majority  vote  in  the  Congress,  may  arise.  Recently  anti-Cory  parties 
have  formed  an  alliance  comprising  the  Nacionalista  Party,  Kilusang  Bagong 
Lipunan  (KBL),  Partido  Nacionalista  ng  Pilipinas  (PNP),  Liberal  Party 
(Kalaw-wing),  Mindanao  Alliance,  and  Social  Democratic  Party  (SDP).  At  the 
same  time  legal  leftist  political  organisations  such  as  Partido  ng  Bayan  and 
Kilusang  Mayo  Uno,  which  are  dominated  by  Communists  and  oppose  to  the 
Aquino  administration,  will  not  stay  away  from  the  congressional  election. 

Pending  the  congressional  election,  the  Aquino  administration's  future  is 
likely  to  be  determined  also  by  the  direction  of  policy  she  will  adopt  on  social, 
economic,  political  and  security  problems.  Her  popularity,  patience,  and  good 
intention  alone  are  insufficient  requirements  to  deal  with  the  country's  pro- 
blems. Clear  policy  directions,  strong  and  perceptive  leadership  are  at  least 
equally  important  during  this  continuing  transition  period  in  the  Philippines. 
The  need  for  them  is  even  more  urgent  now  that  political  institutions  have 
more  or  less  been  established. 

In  the  social  and  economic  fields,  Mrs.  Aquino  is  confronted  with  a  huge 
problem  of  getting  the  Philippines  economy  move  again  and  of  reversing  the 
trend  toward  massive  unemployment  and  underemployment;  of  alleviating 
poverty  particularly  in  the  rural  areas;  and  of  reducing  the  great  gap  between 
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the  rich  minority  who  controls  the  Philippine  economy  and  the  poor  majority. 
The  unstable  prices  of  major  agricultural  products,  particularly  sugar  and 
coconut,  in  the  international  market  adversely  affect  not  only  the  country's 
revenue  but  also  the  income  of  the  majority  of  Philippine  farmers  and 
labourers  whose  lives  are  dependent  on  those  sectors.  Moreover,  these  have 
also  led  to  increasing  unemployment  and  underemployment  in  the  country.  At 
the  same  time,  the  price  of  copper,  one  of  its  primary  exports,  remains  low. 
And  the  country  owes  more  than  US$27  billion  to  foreign  creditors  and  has  to 
pay  around  35  per  cent  of  export  earnings  in  debt  servicing  this  year  in  spite  of 
efforts  made  to  reschedule  the  terms  of  repayment. 

A  great  majority  of  the  Philippine  population  now  live  below  the  poverty 
line.  More  important  is  that  the  gap  between  the  poor  majority  and  the  rich 
minority  is  so  great  in  the  country  with  about  55  millionjpeople  and  per  capita 
GNP  above  US$800.  Surely  Mrs.  Aquino  inherits  this  problem  from  her  coun- 
try's economic  structure  in  which  few  families  and  big  businesses  control  vast 
means  of  production  and  economic  resources.  Indeed,  economic  issues  may  be 
among  the  factors  that  will  determine  the  Aquino  administration's  future. 

It  seems  that  land  holding  and  ownership  has  been  one  of  the  causes  of  pov- 
erty among  the  rural-agricultural  population  and  of  heavy  urbanisation  with 
all  its  consequences.  The  increasing  rural  landless  poor,  from  8-9  per  cent  in 
early  1950s  to  around  35  per  cent  today,  resulting  from  a  fast  population 
growth,  are  working  mainly  in  sugar  and  coconut  farms  and  plantations 
owned  by  landlords  and  farmers.  Meanwhile,  many  families  with  limited 
acreage  landholding  continue  to  live  on  low-value  crops  (rice,  corn  and 
coconut).  So  land  reform  programme  has  become  an  important  issue 
throughout  the  country  and  Mrs.  Aquino's  government  has  announced  its 
land  reform  policy  to  include  all  agricultural  croplands,  instead  of  limiting  it 
to  rice  and  corn  lands,  in  four  parts.  However,  real  results  of  her  land  reform 
policy  to  improve  the  living  standards  of  the  rural  population  would  seem  to 
be  dependent  largely  on  the  non-rice  and  non^corn  lands  privately  owned 
-  which  is  in  the  third  part  and  still  in  the  planning  stage;  the  ability  of  the 
government  to  finance  its  fulfillment;  and  whether  rural  population  would 
shift  their  lands  for  growing  cashcrops  with  higher  value  or  continue  to 
cultivate  them  for  traditional  export  commodities  or  for  subsistence  living 
Communist  insurgents  have  for  long  used  land  reform  as  their  slogan  to  mar- 
shall  support  among  the  rural  population  to  oppose  governments  in  the  Philip- 
pines while  many  other  groups  in  the  country  consider  it  as  a  remedy  of  pover- 
ty in  the  rural  areas. 

In  the  political  field,  Mrs.  Aquino's  cabinet  still  represents  a  mix  of  per- 
sonalities ranging  from  left-leaning  social  democrats  to  right-centre  liberal 
democrats  and  extreme  right  liberal  democrats.  Basically  they  represent  the 
dominant  forces  that  have  brought  about  a  more  or  less  peaceful  transfer  of 
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power  in  February  1986.  Because  of  their  differences  in  their  political  orienta- 
tions, however,  tensions  among  personalities  within  the  government  seem  to 
continue  particularly  in  pushing  the  Aquino  government  toward  their  respec- 
tive orientations. 

Likewise,  differences  between  some  military  elements  on  the  one  hand  and 
Mrs.  Aquino's  "civilian  government"  on  the  other  continue  as  reflected  by  the 
bombing  of  the  Philippine  Military  Academy  recently.  The  fact  that  some 
military  elements  continue  to  challenge  Mrs.  Aquino's  leadership  seems  to 
show  that  there  is  a  co-operation,  however  obscure,  between  right  wing 
elements  within  the  government  and  military  factions  who  are  not  satisfied  by 
Mrs.  Aquino's  dealing  with  political  and  security  issues,  particularly  with 
regard  to  communist  guerrillas.  Coup  attempts  launched  by  some  dissatisfied 
military  officers  and  a  significant  persentage  of  votes  among  the  Philippine 
Armed  Forces  against  the  new  constitution  signify  the  challenge  despite  the 
fact  that  constitutionally  the  military  is  under  the  command  of  the  civilian 
government. 

In  the  security  field,  the  armed  struggle  conducted  by  the  communist 
guerillas  is  likely  to  be  the  most  serious  challenge.  The  failure  of  the  60-day 
ceasefire  to  bring  peace  between  the  Philippine  government  and  the  NPA  has 
been  replaced  by  the  use  of  force  in  dealing  with  the  NPA  armed  opposition. 
To  a  certain  degree  this  may  satisfy  the  armed  forces  strategy  not  to  com- 
promise with  the  communist  insurgents.  But  the  question  is  how  to  carry  out  a 
policy  which  will  not  repeat  Marcos'  failure  in  coping  with  the  communist 
challenge.  A  military  approach  may  not  be  sufficient  for  dealing  with  the  NPA 
unless  it  is  accompanied  by  efforts  to  limit  or  reduce  the  support  to  the  NPA 
cause  among  the  rural  population.  Indeed,  the  strategy  must  also  take  into 
consideration  social,  economic  and  political  measures  that  will  reduce  opposi- 
tion to  the  government. 

At  the  same  time,  Mrs.  Aquino's  government  is  also  facing  Muslim  sepa- 
ratists and  the  claim  of  an  autonomous  status  in  Mindanao.  Although  some 
progress  has  been  made  recently  in  respect  of  autonomy  in  Southern  Philip- 
pines, the  fact  that  there  are  factions  within  the  Muslim  community  of  the  area 
has  further  complicated  the  problem.  The  Aquino  administration  has  to  deal 
with  both  the  larger  and  more  moderate  Moro  National  Liberation  Front 
under  the  leadership  of  Nur  Misuari  and  the  smaller  but  more  rebellious  Moro 
Islamic  Liberation  Front  commanded  by  Hashim  Salamat. 

The  Aquino  government  is  obviously  facing  tremendous  social,  political, 
economic  and  security  problems.  While  challenges  to  the  Philippines  are  great 
and  therefore  the  country  needs  a  leader  who  can  direct  the  thrust  of  social, 
economic,  political  and  security  efforts  to  the  benefit  of  the  country  as  a 
whole,  a  good  layer  of  mass  support  is  yet  to  be  won  by  the  Aquino  ad- 
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ministration.  Should  Mrs.  Aquino  be  able  to  find  strong  support  among  the 
broader  organisations  with  a  genuine  mass  base,  the  direction  of  the  Philip- 
pines' future  would  not  go  along  the  Latin  American  path  as  some  observers 
may  speculate.  If  so,  the  Nicaraguan  experience  may  be  averted  in  Southeast 
Asia,  particularly  within  the  ASEAN  context. 


A.R.  SUTOPO 
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Indonesia's  Economy  Needs 

Restructuring 

Mohammad  SADLI 


DEBTS  ACCUMULATE  AND  EXPORTS  DECLINE 

Indonesia's  economy  entered  a  long  recession  in  1982.  Exports  declined 
considerably,  and  the  growth  rate  of  the  GDP  fell  sharply  so  as  to  reach  only 
less  than  2  per  cent  a  year,  an  average  decline  of  6  per  cent  a  year  during  Pelita 
HI  (The  Third  Five- Year  Development  Plan).  However,  in  1982  people  did  not 
quite  realise  the  deteriorating  situation.  The  government  used  the  still  large 
foreign  exchange  reserves,  in  addition  to  the  quite  large  commercial  credit  it 
had  drawn  to  cover  all  shortages. 

The  government's  foreign  debts  has  increased  considerably  since  1982.  If 
today  people  are  widely  discussing  the  debt  service  ratio  which  is  approaching 
40  per  cent,  this  is  also  due  to  the  accumulating  new  debts  during  the  last  five 
years.  Indonesia  has  the  habit  in  cases  that  her  income  declines  the  country 
does  not  rapidly  adjust  her  expenditures  accordingly  but  adds  her  foreign 
debts  instead  to  cover  the  imbalance. 

Government's  foreign  debts  in  the  wake  of  the  next  fiscal  year  is  already 
approaching  US$33  billion,  of  which  US$3. 5-3. 8  billion  is  caused  by  the  Yen 
appreciation,  since  one-third  of  the  debts  has  to  be  repaid  in  the  Yen  currency. 
In  fact  the  debts  of  the  private  sector  should  also  be  added  here  totalling  ap- 
proximately US$7  billion,  so  that  the  total  debts  amounts  to  US$40  billion. 
Only  South  Korea's  still  exceeds  that  of  Indonesia,  though  not  much.  South 
Korea  has  been  able  to  decrease  her  foreign  debts  after  gaining  a  surplus  in  her 
balance  of  payments. 


This  article  is  translated  from  the  original  one  published  in  Suara  Karya,  30  December  1986. 
Prof.  Mohammad  Sadli  is  Secretary  Oeneral  of  the  Indonesian  Chamber  of  Commerce. 
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Will  such  a  large  amount  of  debts  endanger  economic  stability  and  its 
growth  potential?  That  is  possible  if  exports  fall.  If  the  exports  fall  imports 
will  decline  sharply,  and  so  will  the  economic  growth  rate. 

Indonesia  depends  greatly  on  her  foreign  trade,  that  is,  her  export  capabili- 
ty. During  Pelita  I,  II  and  III  there  were  no  problems  in  this  regard,  since 
during  Pelita  I  Indonesia's  .debts  was  still  insignificant,  and  during  Pelita  II 
and  III  Indonesia's  (oil)  exports  continued  to  increase.  The  1970s  decade  was  a 
golden  one  for  Indonesia's  economy,  with  her  terms  of  trade  being  very 
favourable. 

Using  technical  economic  terms  one  may  say  that  during  that  period  the 
Gross  Domestic  Income  (GDI)  exceeded  the  Gross  Domestic  Product  (GDP), 
or  in  other  words  the  purchasing  power  of  the  national  cake  increased  due  to 
the  sharp  increase  of  its  price. 

However,  since  1982  the  terms  of  trade  has  turned  reversely,  on  account  of 
the  falling  prices  of  export  commodities,  unlike  those  of  the  imports.  Since 
1985  the  terms  of  trade  have  been  deteriorating  due  to  the  plunging  oil  prices. 

Hence  the  lessons  one  should  never  forget  is  that  the  prices  of  primary 
commodities  on  the  world  markets  always  fluctuate.  During  a  favourable 
period  one  should  be  prudent  and  save  money,  so  as  to  be  able  to  benefit  from 
the  savings  during  the  transition  period. 

In  fact  Indonesia  has  attempted  to  apply  this  axiom.  During  the  oil  boom 
her  "savings"  constituted  domestic  investments  as  they  were  based  on  the 
calculation  that  those  investments  would  in  the  long  run  have  high  productivi- 
ty. Theoretically  this  should  be  so.  But  in  practice  not  all  of  the  government 
and  private  investments  have  high  productivity.  One  of  the  measurements  is 
the  capital-output-ratio,  namely  the  ratio  of  the  sum  of  (new)  national  in- 
vestments to  the  (new)  additional  national  income.  This  COR  reveals  an  in- 
creasing trend  from  Pelita  II  to  Pelita  III  and  IV.  It  is  inclined  to  reach  4  to  5, 
which  is  very  high  for  a  developing  country.  The  indication  that  there  are 
many  investments  (especially  in  the  form  of  large  projects)  and  infrastructure 
do  in  fact  still  fall  short  of  their  benefits  and  the  utilisation  of  the  capacity  is 
on  the  average  still  low. 


RECESSION  AND  RESTRUCTURING 

What  has  in  fact  caused  the  decline  of  the  economic  growth  rate  since 
1982?  Is  the  weakness  of  the  government  package  policies  the  primary  cause, 
or  is  it  due  to  the  deteriorating  external  situation? 
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The  decline  of  Indonesia's  economic  growth  rate  is  for  the  greater  part  due 
to  the  external  situation,  namely  the  reverse  of  the  terms  of  trade  in  foreign 
trade,  especially  the  fall  of  oil  prices.  The  development  of  Indonesia's 
economic  growth  rate  during  this  recession  is  as  follows:  the  growth  rate  of 
GDP  began  to  fall  in  1982  and  stood  at  less  than  2  per  cent;  it  ameliorated  in 
1983  (around  4  per  cent)  and  escalated  in  1984  to  around  6  per  cent;  but  fell 
again  in  1985  to  less  than  2  per  cent  and  did  not  improve  in  1986.  As  such  In- 
donesia's recession  has  lasted  for  5  years. 

The  recession  caused  by  the  fall  of  oil  prices  and  that  of  primary  com- 
modities befalls  all  developing  countries  exporting  them;  for  example,  in 
Southeast  Asia  are  Indonesia  and  Malaysia. 

Even  a  good  government  policy  cannot  change  the  conjuncture,  as  the  ex- 
ternal global  influence  is  much  stronger.  A  good  package  of  policies  (of  the 
government)  can  only  mitigate  the  impact  of  recession  and  accelerate  recovery. 

In  fact  the  package  of  policies  adopted  by  the  government  since  1983  has 
been  going  towards  the  right  direction,  though  not  completely.  In  general  this 
package  of  policies  has  been  applauded  by  the  World  Bank,  IMF  and  govern- 
ment's creditors.  The  opinion  of  those  circles  are  important  since  in  times  of 
payments  crises  it  is  from  them  that  financial  aid  is  expected. 

The  policies  should  be  directed  towards  the  restructuring  of  Indonesia's 
economy.  Indonesia  has  to  adjust  itself  to  the  new  reality,  that  oil  prices  and 
export  can  ho  longer  be  expected  to  increase  continuously.  Hence  the  main 
structural  change  should  be  that  Indonesia  has  to  learn  to  grow  on  the  basis  of 
the  expansion  of  non-oil  exports. 

Since  the  government's  revenues  depend  too  much  on  taxes  from  the  gas 
and  oil  sector  henceforth  the  sources  from  taxes  of  the  non-oil  sector  need  to 
be  exploited. 

Industrialisation  cannot  be  continued  on  the  basis  of  import  substitution 
strategy  since  the  domestic  markets  as  saturated  with  import  substitution 
goods.  Industries  have  to  be  capable  of  exporting  part  of  their  production 
yields.  To  this  end  the  production  cost  should  be  reduced  so  as  to  enable  the 
products  to  compete  in  foreign  markets.  This  is  the  main  goal  of  restructuring 
the  industrial  fields. 

Another  restructuring  is  known  as  the  principle  of  deregulation  in  all 
fields.  Deregulation  does  not  mean  liberalisation,  since  the  guidance  of  the 
government  and  the  spirit  of  togetherness  in  society  are  still  important. 
However,  the  government  should  give  guidance  in  the  economic  life  by  means 
of  giving  more  freedom  to  the  economic  units,  either  the  private  ones,  co- 
operatives or  state-run  companies  (BUMN)  to  manage  their  own  units.  If 
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government's  intervention  is  too  much  and  vigorous,  it  is  the  government  who 
becomes  the  manager,  and  that  is  not  the  main  task  of  the  government. 

This  deregulation  has  begun  to  be  put  into  effect,  for  example,  in  the  bank- 
ing sector.  But  it  has  not  as  yet  been  appropriately  implemented  in  the  field  of 
imports  and  exports,  and  that  of  industry  and  investment.  Those  fields  refer- 
red to  above  are  still  too  much  restricted  with  all  kinds  of  regulations  and 
licences.  This  lack  of  freedom  in  enterprise  has  brought  about  distortion  in 
(price),  increased  entrepreneurial  risks,  and  other  elements  of  monopoly  in- 
creasing the  production  cost. 


THE  ECONOMIC  SITUATION  IN  1986 

For  Indonesia,  the  year  1986  was  perhaps  the  worst  year  since  the  New 
Order  period.  Perhaps  the  economic  growth  rate  in  1982  was  lower,  or  equally 
low,  but  in  that  year  one  did  not  realise  it  since  the  economy  was  still  bulky, 
furthermore  the  momentum  of  the  1979/1980  boom  was  still  felt.  In  1986  the 
growth  rate  of  the  gross  domestic  income  may  very  likely  become  negative, 
since  the  price  of  oil  was  reduced  to  only  half  of  the  former  one.  The  decline  of 
import  has  entailed  grave  consequences  to  the  growth  of  the  industrial  con- 
struction and  trade  sectors. 

What  is  still  quite  stable  is  the  growth  in  the  agricultural  sector.  Never- 
theless, even  this  sector  was  in  1986  not  so  good  as  in  1984,  since  the  domestic 
markets  of  staple  food  was  saturated.  However,  in  1986  the  crops  was  plagued 
by  wereng  insects,  which  could  also  destroy  the  crops  in  1987.  However,  be 
that  as  it  may,  owing  to  the  stable  growth  in  the  agricultural  sector, 'In- 
donesia's economy  has  never  suffered  a  calamity. 

Since  1982  the  average  economic  growth  rate  has  only  exceeded  3  per  cent  a 
year.  The  low  GDP  growth  for  so  many  years  may  gnaw  into  the  foundation 
of  social  stability.  As  long  as  the  growth  rate  reaches  such  a  low  level,  there  is 
no  point  of  talking  about  the  target  of  equal  distribution,  since  what  can  be 
equally  distributed  is  only  the  difficulties  of  life. 

Hence  the  growth  rate  should  be  increased  so  as  to  reach  the  average  of  5 
per  cent  a  year  as  the  minimum  target  in  line  with  that  of  Repelita  IV  The 
toget  of  achieving  this  growth  rate  has  to  be  given  first  priority  before  paying 
■Mention  again  to  targets  of  equity.  The  debate  on  what  is  more  imporTnt 

™V;T  "  CqUky'  "  °nly  rC,eVant  if  the  *rowth  ™«  has  exceeded  5 


170 


THE  INDONESIAN  QUARTERLY,  XV/2 


THE  PROSPECT  OF  1987 

Without  the  prospect  of  the  increase  of  oil  prices  the  future  of  the  economy 
in  1987  will  rather  be  gloomy  though  not  as  grave  as  it  was  in  1986.  The 
restructuring  process  of  Indonesia's  economy  will  be  continued.  It  is  expected 
that  non-oil  exports  may  be  boosted  due  to  the  devaluation,  export  drive  and 
the  expansion  of  world  trade.  This  non-oil  export  may  become  the  new  engine 
of  Indonesia's  economy. 

If  oil  prices  ameliorate  so  as  to  reach  US$17.56  per  barrel,  the  govern- 
ment's budget  will  increase  by  maximally  US$1.2  billion,  or  Rp  2  trillion. 

If  the  production  of  crude  oil  slightly  decline  on  account  of  the  new  quota, 
the  net  additional  revenues  will  be  less  than  Rp  2  trillion. 

The  most  important  question  is:  what  will  this  additional  windfall  be  used 
for?  If  one  is  careful  and  prudent  one  should  not  use  it  to  augment  the 
development  budget.  It  is  very  likely  that  in  preparing  the  1987/1988  Draft 
Government  Budget  an  amount  of  commercial  credits  should  be  taken  into  ac- 
count to  produce  Rupiahs  as  counterpart  funds  with  regard  to  the  project  aid 
obtained  from  IGGI.  It  would  be  by  far  more  prudent  to  lessen  the  commercial 
credits  and  to  use  instead  the  additional  windfall  from  this  crude  oil.  Part  of 
this  windfall  may  be  used  to  improve  the  civil  servants'  salaries  which  have 
been  severely  hit  by  the  inflation  after  the  devaluation.  A  rise  of  salary  (10  per 
cent  would  suffice,  in  accordance  with  the  annual  inflation)  will  slightly 
strengthen  the  purchasing  power  of  the  society  which  in  turn  may  promote 
domestic  industries. 

It  will  be  far  more  prudent  if  Indonesia  would  continue  to  take  austerity 
measures  and  to  make  sacrifices  in  order  to  improve  the  economic  structure,  so 
as  to  become  productive  and  competitive  in  the  world,  and  would  no  longer  re- 
ly on  the  oil  windfall.  Should  there  come  another  windfall  this  could  be  used  to 
minimise  the  need  for  new  loans  (commercial). 

A  disease  which  has  emerged  after  the  devaluation  and  has  not  as  yet  been 
cured,  is  the  lack  of  trust  of  the  society  in  the  Rupiah.  Underlying  this 
phenomenon  is  the  lack  of  trust  in  the  policies  of  the  government.  People  are 
still  suspecting  another  devaluation,  restriction  of  the  foreign  exchange 
regime,  the  freezing  of  bank  deposits  and  the  like,  and  all  of  those  are  due  to 
the  assumption  of  the  people  that  the  government's  "pocket  is  empty,"  be  it 
now  or  in  the  future.  Hence  if  the  oil  prices  are  ameliorating,  that  should  be 
used  to  restore  and  boost  the  people's  trust  in  the  Rupiah. 


Several  External  Constraints 
Impede  Indonesia's  Economy  in  1987 

Anwar  NASUTION 


•  The  current  world's  economic  structural  change  has  caused  some  short 
term  difficulties  to  Indonesia's  economy.  In  how  far  this  will  have  its  impact 
on  the  national  economic  development  within  a  relatively  long  period  of  time, 
will  very  much  depend  on  Indonesia's  reaction  to  mentioned  structural 
change. 

The  drastic  decline  in  the  demand  and  price  level  of  oil  and  gas  as  well  as 
primarily  commodities  in  the  world  market,  particularly  as  of  1985,  have 
caused  Indonesia's  economy  to  again  face  foreign  exchange  constraints  in 
meeting  her  balance  of  payments  deficit  and  also  to  face  constraints  with 
regard  to  government's  revenues  for  the  financing  of  her  development  budget. 
The  same  problems  have  also  decreased  her  national  income  as  do  brown  col- 
oured "wereng"  insects  which  destroy  food  crops.  The  decline  in  the  rate  of 
growth  of  the  economy,  the  increase  of  the  balance  of  payment's  deficit  and 
that  of  the  government's  budget,  have  in  turn  created  uncertainties  with  regard 
to  the  rate  of  exchange  and  diminished  the  confidence  of  foreign  investors. 
Hence  these  short  term  economic  difficulties,  if  not  immediately  tackled,  may 
cause  the  deterioration  of  the  situation  and  disturb  the  rate  of  national 
economic  growth  in  the  long  term. 

EXTERNAL  CONSTRAINTS 

As  elaborated  by  Peter  F.  Drucker  in  his  recent  article  ("The  Changed 
World  Economy,"  in  Foreign  Affairs,  Spring  1986),  the  very  rapid  change  in 
the  economic  production  structure  and  world  economy  as  mentioned  above, 
has  been  the  outcome  of  the  advancement  of  technology.  It  is  this  advance- 


This  article  is  translated  from  the  original  one  published  in  Suara  Karya,  29th  December  1986. 
Dr.  Anwar  Nasution  is  Lecturer  in  Monetary  Economics,  University  of  Indonesia. 
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ment  in  technology  that  economises  the  consumption  of  energy  and  raw 
materials  in  the  process  of  production  in  the  world.  Advancement  of 
technology  has  also  made  possible  the  substitution  of  energy  resources  and  raw 
materials  with  other  resources,  including  synthetics,  the  price  of  which  is  much 
lower.  Automatisation  and  the  use  of  robots  have  changed  the  structure  of  the 
demand  for  manpower.  The  number  of  the  required  workforce  is  declining. 
The  demand  for  quality  or  knowledge  workers  is  steadily  increasing,  while  the 
demand  for  manual  labour  is  declining. 

The  impact  of  the  change  in  the  world  economic  structure  can  be  seen  in 
Tables  1  and'2.  The  decline  of  the  rate  of  the  international  inflation  and  interest 
rates  as  of  1983  have  again  stimulated  economic  activities  in  advanced  coun- 
tries to  get  out  of  the  recession.  Nevertheless  that  revival  of  economic  activities 
in  advanced  countries  has  not  become  a  locomotive  that  may  revive  the  world 
economy,  in  particular  that  of  developing  countries. 


Table  1 


PRIME  RATE,  INTERNATIONAL  RATE  OF  INFLATION 
AND  WORLD  RATE  OF  ECONOMIC  GROWTH  1970-1986 
(per  cent  per  year) 


Period 

Prime  Rate 

International 
Rate  of  Inflation 

Rate  of  World 
Economic  Growth 

1970-1973 

6.7 

12.4 

4.7 

1979-1982 

15.5 

4.4 

1.1 

1983-1986 

10.1 

4.0 

3.2 

Source:    IMF,  International  Financial  Statistics  and  World  Economic  Outlook,  October  1986. 


Table  2 

INDEX  PURCHASING  POWER  OF  PRIMARY  COMMODITIES  EXPORTED  BY 
DEVELOPING  COUNTRIES  AGAINST  MANUFACTURE  COMMODITIES 
THEY  IMPORT  1980-1985 
(1977-1979  -  100) 


33  kinds  of 

Agricultural 

Metal  & 

Year 

Oil 

Commodities 

Commodities 

Beverages 

Timber 

other 

excluding 

Minerals 

Oil  &  Gas 

1980 

166 

113 

133 

11? 

137 

106 

1981 

186 

91 

89 

89 

102 

93 

1982 

186 

77 

73 

70 

106 

85 

1983 

165 

82 

78 

74 

99 

88 

1984 

164 

81 

78 

75 

113 

85 

1985 

159 

73 

67 

64 

109 

84 

Source:   World  Bank,  Commodity  Trade  and  Price  Trends.  1986  edition. 
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The  steady  weakening  of  the  linkage  between  the  revival  of  economic  ac- 
tivities in  advanced  countries  and  that  of  developing  countries  as  mentioned 
above,  reflects  the  development  of  technology  in  the  economising  of  basic 
materials  and  their  substitutions.  In  other  words,  the  co-efficient  of  elasticity 
in  the  demand  for  basic  materials  to  commodity  production  is  increasingly 
lower.  Hence  to  produce  a  certain  industrial  product  less  basic  materials  are 
needed  now  than  before. 

The  economising  and  substitution  of  energy  and  raw  materials  can  be 
noticed  from  the  following  examples  in  daily  life.  The  consumption  of  petrol 
for  motorcycles  of  the  light  engine  type  made  in'1984  was  less  compared  to 
petrol  consumed  by  the  same  type  and  mark  of  motorcycles  made  in  1974.  For 
household  use  water  heating,  several  houses  in  Indonesia  have  already  changed 
from  formerly  using  electricity,  gas  and  fuels  for  the  heating  of  water,  to  gratis 
solar  energy.  Steel  and  heavy  industries  in  advanced  industries,  which  tradi- 
tionally constitute  energy-intensive  industries,  are  at  present  needing  less 
energy-consumption.  Bicycles  produced  in  recent  years  need  much  less  metal 
compared  to  the  same  bicycles  produced  in  1960.  The  value  of  raw  materials 
against  the  price  of  a  computer  unit  is  relatively  small  compared  to  that  of  the 
services  of  expert  designers,  knowledge  workers  and  sophisticated  technology 
i  needed  for  production. 

Table  2  also  illustrates  that  the  relatively '  price  level  of  oil  and  gas, 
agricultural  and  forest,  minerals  and  other  mining  products  compared  to  in- 
dustrial commodities  also  shows  a  tendency  of  a  steady  decline.  The  relative 
decline  in  the  prices  of  food  commodities  and  beverages  is  among  other  things 
caused  by  the  increase  in  the  production  of  foodstuffs  in  the  world.  As  a  result 
of  the  Green  Revolution  the  People's  Republic  of  China,  India  and  Indonesia 
which  were  traditionally  importers  of  foodstuffs  for  instance,  have  now 
become  self  sufficient  in  food.  Meanwhile  the  level  of  world's  food  consump- 
tion has  not  increased  equally  to  such  an  extent  so  as  to  increase  the  percentage 
cof  the  income  of  the  people.  The  higher  the  people's  income  the  lower  the 
{percentage  of  their  expenditures  for  food  and  beverages  consumption. 

hl  ™C  ^Clin'°f  th!  n°minal  Price  Ievel  of  crude  oil  and  gas  is  given  on  line 
;7b  m  Table  3.  From  Table  3  it  is  clear  that  the  price  level  for  oil  and  gas  reached 
uts  peak  (US$35/barrel)  in  1981  and  in  1986  it  drastically  declined  to  US$13  50 

Toia\T?u  ThC  aVC/age  Price  level  in  1986  was  more  or  less  similar  with  that  of 
11974  at  the  time  of  the  initial  fluctuations  in  the  oil  and  gas  world  market. 

The  second  external  constraint  is  due  to  the  ever  expanding  mercantilism  or 
protectionism  hampering  the  world's  trade  traffic.  Uniform  and  transparant 
Uanffs  systems  are  increasingly  being  substituted  by  non-tariff  systems,  either 

iZlnt  °f  dTCStiC  eC°n0mic  aCtivities'  or  t0  solve  Problems  in  the 

{Balance  of  Payments  of  certain  countries  concerned. 
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Table  3 

SOME  OF  INDONESIA'S  MACRO  ECONOMIC  INDICATORS,  1981-1986 


1981 

1982 

1983 

1984 

1985 

1986 

1. 

Rate  of  inflation 

7.1 

9.7 

11.5 

8.8 

4.3 

8') 

2. 

Rate  of  growth  GDP  (Vo) 

7.9 

2.2 

4.2 

5.8 

1.9 

3. 

Current  B  of  P  (millions 

of  USS) 

-499 

-5,458 

-6,442 

-1,970 

-1,950 

4. 

Position  of  the  Balance  of 
Capital  Flow 

(millions  of  USS) 

2,173 

5,756 

6,602 

3,626 

1,807 

5. 

Accounts  differences  + 

monetary  flow 

-1,674 

-298 

-160 

-1,652 

143 

6. 

Index  Foreign  Exchange 

Rates  (1980-82:100) 

99.8 

111.7 

96.3 

96.9 

95.8 

60.8W 

7. 

Export  value  (millions 

USS) 

22,118 

18,924 

18,802 

20,991 

18,771 

a.  Oil  and  gas 

17,686 

15.046 

13,709 

15,215 

12.789 

b.  Price  of  crude  oil 

(USS  per  barrel) 

21.12 

35.00 

29.53 

29.53 

28.53 

12-13 

8. 

Position  of  External  Debts 

(million  of  USS)=> 

22,723 

26,502 

30,174 

32,480 

a.  Long  term  debts 

19,449 

21,715 

25,089 

26,683 

(i)  government 

1J.870 

18,515 

21,689 

22,883 

(ii)  non-government 

guaranteed  private 

debts 

3,579 

3,200 

3,400 

3,800 

b.  IMF  credits  utilisation 

0 

0 

445 

413 

c.  Short  term  debts 

3,274 

4,787 

4,639 

5,384 

9. 

External  debts  repayment 

obligations11) 

3,220 

3,507 

3,667 

4,208 

4,616 

4,560 

a.  Basic  debt 

1,789 

1,940 

2,031 

2,308 

2,741 

2,626 

b.  Interest 

1,431 

1,567 

1,636 

1,900 

1,875 

1,934 

10. 

Ratio  against  Export 

a.  Position  of  External  debts 

102.7 

140.0 

160.5 

154.7 

- 

- 

b.  Repayments  of  basic 

debts  obligations 

8.1 

10.3 

10.8 

11.0 

14.6 

- 

c.  Repayments  Obligation 

of  interest 

6.5 

8.3 

8.7 

9.1 

10.0 

d.  Obligations  of  external 

debts  Repayments 

14.6 

18.6 

19.5 

20.1 

24.6 

11. 

Memorandum  of  govern- 
debts 

a.  Average  rate  of  interest 

8.7 

9.0 

8.7 

9.1 

b.  Average  payment  dues 

(year) 

15.5 

15.2 

15.2 

15.9 

c.  Average  grace  period 

(year) 

4.6 

5.0 

5.2 

5.2 

d.  Orant  element  (<7o) 

7.4 

5.7 

7.3 

5.9 

Notes:   a)  January-October  1986 

b)  September  1986 

c)  Gross  External  Debt 

d)  For  1985  and  1986  the  figures  are  estimates. 

Source:    Bank  Indonesia,  Indonesia  Economics  and  Finance  Statistics,  Several  World  Bank 
Publications,  World  Debt  Table.  1985-1986  Edition. 
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On  the  other  hand,  the  inter-state  capital  flow  are  relatively  freeer  compared 
to  the  above  mentioned  trade  flow.  Consequently  the  value  of  capital  flow  is 
far  greater  than  the  value  of  trade  in  commodities.  The  rapid  capital  flow  as 
mentioned  above  could  cause  some  disturbances  in  the  international  Balance 
of  Payments  as  well  as  in  the  domestic  financial  sector.  The  short-term  capital 
flow  which  proceeds  very  rapidly  lessens  the  ability  of  monetary  authorities  to 
safeguard  stability  within  the  domestic  financial  sector.  Uncertainties  in  the 
financial  sector  may  disturb  the  real  production  sector. 

The  third  external  constraint  is  the  emergence  of  a  change  in  the  balance  of 
the  rate  of  exchange  among  hard  currencies  of  the  world  which  is  also 
drastically  proceeding,  especially  as  of  September  1986  last.  The  drastic 
change  of  the  balance  of  the  rate  of  exchange  of  currencies  is  very  detrimental 
to  economies,  such  as  that  of  Indonesia. 

Almost  all  international  prices  of  export  commodities  of  Indonesia  are 
stated  in  US  Dollars  or  in  other  weakening  currencies.  In  the  meantime  the 
price  level  of  export  commodities  is  also  on  the  decline.  On  the  other  hand  the 
greater  part  of  Indonesia's  import  originates  from  Japan  and  its  price  level  is 
stated  in  Yens  the  value  of  which  is  growing  in  its  strength.  Besides,  the 
amount  of  Indonesia's  external  debts  to  Japan  (government  and  the  private 
ones)  are  still  substantially  great  and  are  stated  in  the  Yen  currency.  The 
drastic  impact  of  the  Yen  appreciation  therefore,  is  similar  to  the  increase  of 
the  needs  of  imports  and  to  that  of  the  amount  of  foreign  debts  for  certain  ex- 
port values,  or  a  decline  of  exports  at  certain  import  levels  and  foreign  debts. 


THE  IMPACT  ON  THE  NATIONAL  ECONOMY 
Balance  of  Payments 

Theory 

Balance  of  payments  constitutes  a  chain  that  links  the  changes  of  gross  ex- 
ternal debts  with  domestic  expenditures  and  portfolio,  which  is  as  follows: 

Additional  Gross  External  Debts  =  Current  account  deficit 

—  The  deficit  of  the  current  budget  net  investments  and 

.  long-term  capital  flow 
+  Additional  government  foreign  exchange  reserves 
=  Net  other  private  capital  flows  (1) 

The  capital  flow  in  equation  (1)  differs  from  direct  capital  investment  and 
long-term  capital  investment  and  short-term  capital  flow.  The  latter  one  is 
known  as  "hot  money"  or  "capital  flight." 
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From  equation  (1)  it  is  but  clear  that  there  are  three  sources  of  additional 
external  debts.  The  first  source  is  the  current  budget  deficit  which  cannot  be 
covered  by  new  entrees  of  foreign  capital  investments  and  long-term  capital 
flow.  The  second  and  third  government's  accumulation  of  the  governments 
foreign  exchange  reserves,  or  to  compensate  for  capital  flight. 

The  current  budget's  deficit  adds  to  the  external  debt's  accumulative  posi- 
tion or  external  obligations.  On  the  other  hand  a  balance  of  payments  deficit 
reflects  the  imbalance  between  investment  expenditures  and  public  savings  and 
the  government's  budget's  deficit  as  follows: 

The  net  additional  external  obligations  =  the  ongoing  Balance  of  Payments  deficit 

=  Private  Investment  Expenditures 
—  Private  Savings 

+  the  Government  Budget's  Deficit  (2) 

Theory  Application 

At  the  onset  of  the  New  Order  Government,  the  government  was  concen- 
trating its  attention  on  efforts  of  stabilisation  and  rehabilitation  of  the  na- 
tional economy  which  was  near  bankruptcy  then.  National  developments  were 
started  in  1969/1970,  the  beginning  of  Pelita  I  (1st  Five  Year  Development 
plan).  Up  to  1972/1973  the  balance  of  payment's  deficit  and  that  of  the  budget 
were  covered  by  external  aids  and  credits  with  soft  conditions  from  IGGI. 

Fluctuations  in  the  international  oil  market  as  of  October  1973  provided 
Indonesia  with  a  windfall.  Part  of  Indonesia's  foreign  exchange  constraints 
and  that  of  her  state  revenues  could  be  covered  by  her  export  earnings  from  oil 
and  gas  commodities.  In  other  words  the  engine  that  activated  national 
developments  as  of  Pelita  I  has  its  source  in  the  export  of  oil  and  gas  and  from 
external  grants  and  credits. 

The  increase  in  exports  and  government  expenditures  have  increased  public 
income.  Since  nearly  80  per  cent  of  Indonesia's  export  value,  two  third  of 
government  domestic  revenues  and  almost  one  fourth  of  her  Gross  Domestic 
Product  have  their  source  in  economic  activities  linked  to  the  oil  and  gas  in- 
dustry, her  national  economic  dependence  on  oil  and  gas  commodities  is  quite 
high. 

On  the  other  hand,  despite  of  irregularities  here  and  there  and  investments 
in  less  productive  economic  activities,  however,  in  general  and  overall,  the 
government  used  the  windfall  in  oil  and  mentioned  external  aids  to  finance  her 
investments  which  increased  Indonesia's  national  economic  resilience.  The 
government  gave  priorities  to  the  development  of  strategic  economic  infra- 
structure and  means,  such  as  roads,  harbours,  dams  and  irrigation  networks 
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very  much  needed  in  the  national  production  increase  and  export  develop- 
ment. 

Investments  to  increase  the  quality  of  human  resources  did  not  escape 
government's  attention,  such  as:  the  increase  in  nutritive  consumption,  educa- 
tion and  community  health  services.  Jointly  with  the  addition  of  capital  goods 
stocks,  investments  which  increase  the  quality  of  such  human  resources  have 
directly  increased  the  productivity  of  manpower.  Through  the  increase  of  the 
manpower  productivity  the  target  of  equitable  distribution  could  be  achieved 
and  at  the  same  time  a  higher  rate  of  .the  people's  economic  welfare. 

The  increase  in  export  and  the  expansion  of  the  government's  budget  of  ex- 
;  penditures  for  development  purposes  have  added  to  the  national  investment 
I  expenditures.  The  expansion  of  export  and  government  expenditures  have  in- 
« creased  the  national  income.  In  turn  the  increase  in  national  income  has 
pushed  Indonesia's  national  investments  to  a  higher  degree.  The  increase  in  the 
I  per  capita  income  has  also  increased  the  rate  of  consumption  of  the  people. 

Table  4 


CONSUMPTIVE  EXPENDITURES,  INVESTMENTS 
AND  BALANCE  OF  PAYMENT'S  DEFICIT 
(per  cent  against  GNP) 


Types  of  Expenditure 

1969-1973 

1974-1978 

1979-1983 

Household  Consumption  ' 

77.94 

67.39 

63.57 

Government's  Consumption 

9.02 

10.12 

11.02 

Investments 

15.56 

19.69 

22.30 

Government  Budget  Deficit 

3.39 

4.16 

3.93 

Source:   Central  Bureau  of  Statistics,  Stalistik  Indonesia. 


The  development  of  the  rate  of  consumption,  investment  and  the  govern- 
ment budget  deficit  (as  percentage  to  the  Gross  National  Product)  during  the 
period  of  1979-1983  can  be  seen  in  Table  4.  This  table  shows  that  the  house- 
hold percentage  of  consumptive  expenditures  in  their  ratio  to  the  Gross  Na- 
tional Product  was  averagely  declining  from  78  per  cent  (1969-1973)  to  67  per 
cent  (1974-1978)  and  64  per  cent  (1979-1983).  During  the  same  period  govern- 
i  ment  consumption  slightly  rose,  from  9  per  cent  (1969-1973)  to  10  per  cent 
I  (1974-1978)  and  11  per  cent  (1979-1983),  The  percentage  of  expenditures  in  in- 
vestment in  its  ratio  to  the  Gross  National  Product  rose  from  16  per  cent  to  20 
and  22  per  cent  during  the  three  periods.  The  government  budget's  deficit  con- 
stitutes a  counter  value  in  government's  revenues  from  external  grants  and 
credits,  which  constitutes  around  3-4  per  cent  of  the  total  Indonesian  Gross 
National  Product. 
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The  fluctuation  of  the  international  oil  and  gas  market  which  emerged 
after  the  Iranian  Revolution  in  1979  added  to  the  windfall  of  Indonesia's  na- 
tional economy.  It  turns  out  however  that  the  oil  and  gas  windfall  lasted  only 
up  to  1981.  The  end  of  the  oil  and  gas  windfall  era  constitutes  a  combination 
of  the  consequences  of  the  economic  recession  in  advanced  countries  during 
1980-1982,  the  success  in  the  efforts  to  save  energy  consumption  and  the  ad- 
vancement of  technology  as  already  explained  above,  which  could  save  more 
energy  consumption  and  simultaneously  substitutes  the  sources. 

In  a  situation  where  the  export  value  and  the  influx  of  new  capital  decline 
at  a  rate  higher  than  the  percentage  of  the  decrease  of  imports  and  the  repay- 
ments of  external  debts  after  1981,  Indonesia's  balance  of  payments  deficit  is 
ever  expanding,  and  the  ratio  between  the  obligation  of  external  debts  repay- 
ments with  the  export  value  is  also  increasingly  becoming  higher.  As  explained 
earlier,  the  balance  of  payment  deficit  may  spurr  speculations  with  regard  to 
the  Rupiah  rate  of  exchange  which  may  push  capital  flight  and  bring  about 
reluctance  on  the  part  of  foreign  investors  to  come  to  Indonesia.  It  is  these  fac- 
tors which  make  things  worse. 

Table  3  shows  that  in  1985  the  deficit  in  the  balance  of  capital  flow  was 
greater  than  that  of  the  current  budget.  This  situation  showed  that  the  govern- 
ment started  to  use  its  reserves  either  to  cover  the  balance  of  payments  deficit 
or  to  cover  the  government's  budget  deficit.  Due  to  the  increasingly  deteriora- 
tion of  the  export  value,  while  the  obligation  of  external  debts  repayments  is 
growing  heavier  because  of  their  due  repayment,  the  ratio  between  the  obliga- 
tion for  repayment  of  external  (debt  service  ratio)  debts  increased  from  15  per 
cent  (1981)  to  25  per  cent  (1985).  In  1986  mentioned  ratio  is  estimated  as 
reaching  around  37  per  cent. 

The  gap  found  in  the  balance  of  payments  due  to  the  existence  of  ongoing 
deficit  transactions  which  cannot  be  covered  by  new  net  external  capital  influx, 
could  cause  difficulties  to  the  national  economy.  One  cannot  expect  the  IGGI 
to  continuously  assist  in  covering  the  gap  in  the  balance  of  payments  and 
the  government  budget  deficit  as  in  the  past.  Economic  difficulties  in  advanced 
countries  limit  the  amount  of  foreign  aid  they  could  extend.  Meanwhile  the 
political  atmosphere  in  those  countries  become  inward  looking  and  less  agree- 
able to  the  expansion  of  extending  aid. 

In  such  an  international  oil  and  gas  and  non-oil  and  gas  export  com- 
modities market  at  present,  it  would  the  more  be  difficult  for  Indonesia  to  ob- 
tain external  commercial  loans.  Table  1  shows  that  at  present  the  real  interest 
rate  in  the  world  market  is  far  higher  than  in  the  1970s.  The  rise  in  interest 
rates  as  of  1979  have  added  to  the  burden  of  the  conditions  of  foreign  loans 
received  by  the  government  as  can  be  seen  on  line  11  of  Table  3.  Mentioned 
Table  3  shows  that  the  average  interest  rate  of  government  debts  is  increasingly 
higher  and  its  grant  element  is  increasingly  smaller. 
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The  Government  Budget 

Theory 

The  New  Order  Government  budget  is  balanced  with  foreign  loans  and 
grants. 

In  the  government  budget  concerned,  grants  and  loans  are  regarded  as 
revenues.  As  such  the  balanced  budget  could  be  described  as  follows: 

G  =  R  +  P  <3> 

where  G  constitutes  government  expenditures,  R  constitutes  its  revenues  and  P 
constitutes  government  loans  to  balance  its  budget. 

Government's  expenditures,  revenues  and  loans  could  be  specified  accor- 
ding to  their  source  or  orientation  as  follows: 

GF  +  GD  =  RF  +  RD  +  PD  +  PF  (4) 

in  which:  GF  constitutes  government  expenditures  oriented  towards  external 
economies  so  that  it  does  not  constitute  a  part  of  the  domestic  aggregate  de- 
mand. Examples  of  these  kinds  of  expenditures  are  government  imports,  ex- 
penditures for  repayment  of  government  external  debts,  government  overseas 
tours,  maintenance  costs  for  Indonesia's  overseas  missions.  GD  are  govern- 
ment expenditures  which  are  oriented  to  the  domestic  economy  and  form 
therefore  a  part  of  the  domestic  aggregate  demand. 

RF  constitute  state  revenues  oriented  to  the  external  economy  and  which  is 
originated  from  the  purchasing  power  of  foreign  communities  overseas.  Such 
revenues  are  usually  received  in  the  form  of  foreign  exchange.  Examples  of 
such  revenues  are  Oil  Corporation  Taxes,  part  of  export  duties  and  taxes  of 
foreign  bodies  and  foreigners  domiciled  in  Indonesia.  If  Indonesia  is  to 
decrease  oil  corporation  tax  levies,  this  lessening  of  levies  will  be  transferred  as 
additional  income  by  foreign  oil  corporation  to  their  headquarters  overseas. 

PD  constitutes  government  obligations  from  domestic  sources  and  are  bor- 
rowed in  Rupiah  currency.  PL  constitute  government  foreign  grants  and  loans 
either  soft  or  commercial  loans.  These  grants  and  loans  are  usually  received  in 
the  form  of  goods  produced  in  donor  countries,  or  in  foreign  exchange  in  cash. 

Equation  (4)  could  be  altered  to  become: 

GD  -  RD  -  PD  =  RF  +  PF  -  GF  (5) 

The  left  side  of  the  "is"  mark  is  called  "the  domestic  government's 
budget's"  component  and  the  right  side  as  the  "external  government's 
budgetV'component. 
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Up  till  the  fiscal  1986/1987,  PD  =  0,  since  the  government  did  not  make 
domestic  borrowings  neither  in  the  form  of  obligations  nor  credits  from 
banks.  Government's  borrowing  from  the  Central  Bank,  Bank  Indonesia,  was 
of  a  temporary  nature  just  to  abridge  the  difference  in  the  time  between  its 
revenues  and  expenditures.  At  the  end  of  the  fiscal  year  the  government  repaid 
its  debt  to  Bank  Indonesia.  On  the  contrary,  during  the  period  of  the  windfall 
of  oil  and  gas  in  the  past,  the  government  was  able  to  save  its  surplus  with 
Bank  Indonesia. 

During  the  past  oil  and  gas  windfall  the  government  was  using  its  overseas 
expenditures  (GF)  as  an  instrument  of  sterilisation  of  its  revenues  received 
from  overseas.  As  can  be  seen  from  equation  (5),  the  deficit  found  in  the 
"domestic  government's  budget"  were  financed  with  the  surplus  of  the 
"government's  budget."  The  deficit  in  the  "government's  domestic  budget" 
is  in  the  form  of  Rupiahs  while  the  surplus  in  the  "external  government's 
budget"  were  in  the  form  of  foreign  exchange.  The  conversion  of  the  surplus 
in  foreign  exchange  into  Rupiahs  adds  to  the  volume  of  money  supply  in  cir- 
culation. The  addition  of  the  real  money  supply  stock  which  goes  faster  than 
the  number  of  demands  will  cause  a  rise  in  price. 

The  Application  of  Theory 

The  decline  of  the  number  of  demands  and  the  price  level  of  oil  and  gas  in 
the  world  market  has  at  the  same  time  lowered  state  revenues.  The  drastic 
decline  in  state  revenues  has  directly  lessen  the  expenditures,  particularly  the 
development  budget.  Indonesia's  savings  are  still  very  small,  and  so  is  the 
capability  of  Indonesia's  financial  institutions  in  mobilising  them.  Hence  the 
government's  ability  to  cover  the  government  budget's  deficit  through  the  sale 
of  its  obligations  in  the  domestic  money  market  is  very  much  limited.  The  prin- 
ting of  banknotes  is  inflationary.  Apart  from  that,  the  deficit  budget  expen- 
ditures in  such  a  way  will  also  cause  new  pressures  to  the  balance  of  payment 
of  Indonesia.  As  mentioned  before  Indonesia  cannot  expect  much  from  IGGI 
and  the  World  Bank  as  well  as  other  multilateral  financial  institutions  to  cover 
the  government  budget  deficit  which  is  growing  bigger.  Meanwhile  Indonesia's 
capability  to  borrow  from  the  international  money  market  is  limited  due  to  the 
uncertain  prospect  of  her  exports. 

Her  tax  system  as  amended  through  Acts  6,  7  and  8  of  1983  and  the  Land 
and  Construction  tax  promulgated  on  1st  January  1986  cannot  be  expected  to 
be  able  to  mobilise  state  revenues  derived  from  taxes  in  line  with  the  expen- 
ditures. Those  being  amended  by  virtue  of  Acts,  were  only  related  to  tax  ob- 
jects, tariffs  and  the  collection  procedures.  Meanwhile  the  system  of  Law  and 
that  of  the  administration  and  book-keeping,  the  improvement  of  the  quality 
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of  the  tax  officials  and  the  society's  awareness  to  pay  taxes  need  to  be  pro- 
moted. Improvements  in  above  mentioned  fields  constitute  a  conditio  sine  qua 
non  to  the  success  of  meaningful  tax  revenues.  Meanwhile  the  present  national 
economic  recession  has  added  to  the  decline  of  the  basic  tax  collection. 

EFFORTS  TO  SOLVE  EXTERNAL  DIFFICULTIES 

According  to  economic  theories,  there  are  two  ways  to  resolve  the  deficit  in 
the  balance  of  payments,  namely  by  raising  production  and  minimising 
domestic  expenditures,  or  a  combination  of  the  two.  Both  systems  have  been 
adopted  by  the  government  since  1983.  Policies  such  as  the  Rupiah  devalua- 
tion, Presidential  Instruction  No.  4/1985,  the  6th  May  and  25th  October  1986 
packages,  for  instance,  constitute  the  supply  side  in  order  to  provide  incentives 
to  production.  The  re-scheduling  of  various  development  projects  of  capital 
and  foreign  exchange  of  an  intensive  nature,  the  lowering  of  the  real  value  of 
the  government's  budget,  devaluation  and  banking  deregulations,  for  in- 
stance, were  meant  among  other  things  to  curtail  domestic  expenditures  or 
"absorptions,"  either  in  the  form  of  consumptive  expenditures  and  public  in- 
vestments as  well  as  government  expenditures. 

According  to  economic  theories  devaluation  can  achieved  three  targets 
simultaneously.  Firstly  to  alter  the  pattern  of  spending  aonsumptive  expen- 
ditures and  community's  investments  as  well  as  government's  expenditures 
(expenditure  switching)  from  the  import  of  commodities  to  commodities 
domestically  produced.  Without  a  realistic  rate  of  exchange  Indonesia  cannot 
possibly  achieve  progress  in  her  economy  as  at  the  present  stage,  including  self- 
sufficiency  in  rice.  An  unrealistic  rate  of  exchange  will  make  Indonesia's 
domestic  products  incapable  of  competing  with  imports.  In  other  words 
devaluation  is  also  a  means  of  policy  which  provides  protection  to  domestic 
economic  activities  from  external  competition.  The  second  target  of  devalua- 
tion is  to  increase  the  efficiency  of  the  national  economy  through  the  alteration 
of  its  structure  by  way  of  pushing  the  reallocation  of  economic  resources  from 
the  non-traded  goods  sector  to  the  traded  goods  sector.  The  non-traded  sector 
are  the  economic  sectors  producing  goods  and  services  for  local  markets.  The 
traded  sector  produces  goods  for  export  or  import  substitutes. 

The  third  target  of  devaluation  is  to  curtail  domestic  expenditures.  If  cur- 
tailment of  domestic  expenditures,  due  to  devaluation,  is  not  accompanied  by 
the  increase  of  exports,  this  will  diminish  national  economic  activities.  The 
decline  of  public  expenditures  is  also  the  result  of  income  redistribution  due  to 
devaluation.  Workers  wages  for  example,  do  not  immediately  rise  commen- 
surably  to  the  devaluation  percentage,  equally  so  with  regard  to  the  profit 
earned  by  entrepreneurs  in  the  traded  sector.  The  decline  of  manpower  wages 
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will  curtail  their  consumptive  expenditures.  If  the  decline  of  manpower's  con- 
sumptive expenditures  is  not  balanced  with  the  increase  of  entrepreneurs'  con- 
sumptive expenditures  and  investments,  or  by  the  increase  in  exports,  the  de- 
mand for  domestic  products  will  diminish.  The  decline  of  the  demand  for 
domestic  products  will  cause  domestic  economic  recession. 

As  already  explained  above,  the  continuity  of  national  development  can 
only  be  achieved  by  boosting  up  exports.  Exports  that  do  not  expand  will  force 
Indonesia  within  a  not  too  distant  future  to  postpone  again  the  repayment  of 
her  external  debts.  Without  the  increase  of  exports  Indonesia  will  not  be  able 
to  increase  the  import  of  capital,  basic  materials  and  components,  to  pay  the 
salaries  of  foreign  experts  whom  Indonesia  need  in  her  development.  Without 
the  increase  of  exports  and  imports,  no  increase  in  state  revenues  could  be  ob- 
tained due  to  the  dependence  of  various  kinds  of  taxes  on  international  trade. 
The  greater  the  part  of  the  balance  of  payments  and  part  of  the  government 
budget  are  used  for  the  repayment  of  Indonesia's  external  debts,  the  smaller 
the  part  is  available  for  the  financing  of  national  development. 

Without  an  increase  of  exports,  the  rate  of  economic  growth,  which  is  fair- 
ly high,  will  not  be  achieved.  Sofar  the  rate  of  population  growth  could  be  cur- 
tailed through  the  family  planning  programme,  which  has  sofar  been  fairly 
successful,  yet  the  rate  of  population  growth  is  still  high.  A  low  rate  of  the  na- 
tional economic  growth  with  a  high  population  growth  rate  will  lessen  the  per 
capita  income  of  the  people.  Population  increase  also  entails  the  increase  in  the 
essential  needs  of  the  people,  and  additional  new  employment  opportunities. 
The  inability  to  meet  the  essential  needs  of  the  people  and  the  very  high  rate  of 
unemployment  may  cause  social  and  political  tensions. 

Exports  could  only  be  increased  if  the  national  economy  could  comply  with 
President  Soeharto's  suggestions  as  expressed  in  his  State  Address  on  15th 
August  1986,  i.e.  to  increase  its  efficiency,  productivity  and  its  competitiveness 
in  the  international  market. 

In  order  to  meet  President  Soeharto's  expectations  it  is  deemed  necessary 
to  solve  problems  related  to  policies  that  hamper  the  lessening  of  the  national 
production  cost  and  to  increase  national  production  and  its  quality.  The  in- 
crease in  exports  should  also  be  understood  as  an  effort  to  economise  the  use 
of  foreign  exchange.  The  use  of  foreign  exchange  could  be  economised  if  the 
domestic  production  of  commodities,  as  import  substitutes,  can  compete 
against  the  production  cost  of  goods  produced  overseas. 

In  the  efforts  to  increase  efficiency,  productivity  and  competitiveness,  it  is 
deemed  necessary  to  continue  the  policy  of  import  deregulation  of  25th  Oc- 
tober 1986  last.  The  direction  of  mentioned  import  package  is  already  correct, 
which  is  to  substitute  the  quota  system  and  the  appointment  of  special  im- 
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porters  using  a  protection  system  in  the  form  of  uniform  import  duties.  As  a 
matter  of  fact  intermediate  and  upstream  industries  have  already  sufficiently 
been  protected  by  the  devaluation,  the  rise  in  import  duties  and  government's 
purchasing  priorities. 

The  range  of  commodities  in  the  import  deregulations  should  also  be  ex- 
panded so  as  to  include  basic  and  supporting  materials  very  important  to 
manufacturing  industries  producing  import  substitutes.  Import  deregulations 
should  start  with  the  deregulation  of  basic  and  supporting  materials  which  are 
very  important  to  manufacturing  industries  producing  export  commodities. 
The  deregulation  concerning  finished  goods,  such  as  air  conditioners,  washing 
machines  can  be  done  later  since  those  manufactures  are  not  that  important  as 
basic  supporting  materials,  in  regard  to  public  spending.  The  tariffs  of  import 
duties  for  basic  and  supporting  materials  which  are  strategic  for  industries  pro- 
ducing export  commodities  need  to  be  reduced  in  order  to  curtail  production 
costs  in  the  production  of  export  commodities. 

The  policy  in  limiting  import  through  quotas  and  licences,  particularly  for 
the  import  of  basic  and  supporting  materials  which  are  very  much  needed  as 
inputs  by  industries  producing  export  commodities,  have  also  brought  about  a 
negative  impact  which  is  not  conducive  to  Indonesia's  entrepreneurial  at- 
mosphere. Such  administrative  allocations  will  produce  uncertainties  in  en- 
trepreneurial efforts.  Meanwhile,  the  existence  of  over-protection  over 
monopoly  holders  and  oligopolists  is  very  much  harming  the  consumers.  With 
the  absence  of  sound  competition,  monopolists  and  oligopolists  do  not  have 
the  urge  to  increase  the  quality  of  their  products  and  to  lessen  their  production 
costs.  That  there  is  still  doubt  in  society  concerning  the  efficacy  of  the  govern- 
ment's economic  policies  has  already  been  felt  in  Indonesia's  monetary  factor. 
According  to  the  economic  theory,  there  should  in  fact  be  a  great  inflow  of 
foreign  capital  investments  to  Indonesia  due  to  her  Rupiah  rate  of  exchange 
which  has  become  more  realistic  after  last  September  devaluation,  while  her 
real  interest  rate  remains  to  be  higher  compared  to  that  overseas.  Meanwhile 
Bank  Indonesia  is  still  providing  subsidies  to  primary  swap  transactions.  How- 
ever up  till  now  no  such  indications  could  be  observed.  Due  to  the  absence  of 
additional  fundings  to  banks  from  such  capitals,  it  cannot  therefore,  be  ex- 
pected that  the  domestic  rate  of  interest  will  decrease  in  the  near  future. 

Further  import  deregulations  is  also  urgently  needed  so  that  the  opportuni- 
ty which  has  been  created  by  the  change  of  the  world  economic  structure  as  ex- 
plained above,  be  exploited  by  Indonesia  for  her  national  interest  by  way  of 
exploiting  Indonesia's  comparative  dynamic  economic  capabilities.  As  a  con- 
sequence of  the  rapid  progress  of  technology  in  industry  as  mentioned  above 
the  manufacturing  industries  in  advanced  countries,  such  as  in  Japan,  also 
undergo  a  restructuring  process  at  the  present  time.  At  present,  manufacturing 
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industries  in  advanced  countries  are  moving  towards  branches  of  knowledge 
based  and  high-tech  industries. 

Such  a  change  in  industrial  structure  did  not  only  happen  due  to  interna- 
tional pressures  to  those  countries,  particularly  Japan.  Restructuring  is  also 
the  result  of  great  domestic  economic  pressures  in  the  respective  countries.  The 
rise  of  Japan's  manpower  productivity  for  instance,  and  the  increasing  ap- 
preciation of  leisure  time  by  Japanese  workers  have  caused  the  growing  high 
wages  of  the  labour.  Therefore,  the  only  way  for  Japan  to  increase  and  main- 
tain the  welfare  of  its  people  is  by  way  of  restructuring  her  manufacturing  in- 
dustries towards  increased  sophistication. 

Newly  industrialised  countries  in  our  region  who  have  already  mastered 
technology  due  to  possessing  appropriately  skill  based  ones  will  follow  suit 
behind  Japan.  Commodities  markets  left  by  Japan  are  immediately  filled  by 
these  newly  industrialised  countries,  such  as  small  automobiles  and  consumer 
electronics  markets. 

The  restructuring  of  their  manufacturing  industries  towards  more 
sophisticated  ones  has  forced  the  advanced  and  newly  industrialised  countries 
to  leave  their  labour  intensive  manufacturing  branch  industries  and  part  of 
their  industries  which  process  raw  materials  (resource  based  industries).  These 
branch  industries  which  have  been  left  by  advanced  countries  as  well  as  by 
those  newly  industrialised  ones  constitute  opportunities  for  Indonesia  to  ex- 
ploit it,  if  she  wants  to.  These  open  opportunities  do  not  only  constitute  a  sec- 
toral one,  but  also  a  chain  of  activities  in  stages  within  a  production  process. 
Specialisation  as  mentioned  opens  opportunities  for  subcontracting.  In  line 
with  the  mastering  of  high-tech  by  Indonesian  workers  and  in  line  with  the 
development  of  knowledge  based  national  industries,  Indonesian  new 
manufacturing  industries  can  move  to  industries  using  higher  technology. 

THE  PROGRAMME  OF  ECONOMIC  IMPROVEMENTS 

Efforts  to  revive  the  increase  of  national  economic  activities  can  also  be 
conducted  through  the  expansion  of  the  government  budget,  especially  the 
development  budget  above  the  amount  which  can  be  sustained  by  govern- 
ment revenues  as  well  as  external  grants  and  loans.  Up  to  certain  limited 
amounts  additional  domestic  budget  deficit  could  be  financed  with  borrowing 
from  the  domestic  money  market. 

The  government's  capability  to  take  new  initiatives  in  revenues  deriving 
from  taxes  is  very  limited  since  the  current  taxation  system  is  a  new  one.  What 
is  important  now  is  how  to  implement  it  so  that  the  new  taxation  system  may 
generate  the  expected  amount  of  revenues.  The  implementation  of  the  new  tax- 
ation system  depends  greatly  upon:  (a)  the  capability  of  the  tax  apparatus  in 
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collecting  taxes  in  compliance  with  the  law  in  force;  (b)  the  book-keeping 
system  and  national  administration;  (c)  the  consciousness  of  the  society  to  pay 
taxes;  and  (d)  implementation  of  the  legal  system  and  order.  Improvement  of 
those  factors  needs  time  and  consistent  and  serious  efforts.  Meanwhile  Indo- 
nesia's tax  base  is  declining  on  account  of  the  economic  slowdown. 

The  current  national  economic  recession  has  caused  the  decline  in  credit 
demands  by  the  business  community.  Consequently  the  banking  sector  has  a 
surplus  in  liquidity.  Within  certain  limited  amounts,  this  bank's  surplus  in  li- 
quidity can  be  used  by  the  government  to  finance  her  domestic  budget  deficit 
without  causing  to  diminish  the  portion  of  savings  reserved  for  the  business 
community  by  increasing  the  rate  of  interest.  The  mobilisation  of  funds  by  the 
government  from  domestic  markets  can  be  made  by  selling  obligations,  or  by 
bank  credits. 

In  order  that  government's  expenditures  may  produce  a  maximum  multi- 
plying impact  to  increase  national  income,  it  is  therefore  deemed  necessary 
that  the  development  budget  be  really  utilised  only  for  development  purposes 
and  the  maintenance  of  the  economic  infrastructure  as  well  as  other  social 
goods,  which  indeed  constitutes  the  government's  task  to  reserve  it.  The  ex- 
pansion of  Presidential  Instruction  Programme  Projects  which  are  included  in 
such  types  of  budget  expenditures  also  provide  additional  gains.  Due  to  the 
nature  of  being  labour  intensive,  these  Presidential  Instruction  Projects  pro- 
duce rather  great  additional  employment  opportunities. 

The  participation  of  government  capital  for  the  expansion  of  investments 
and  subsidies  to  state-run  enterprises  need  to  be  reduced  in  order  to  minimise 
the  budget  burden.  Even  their  function  and  position  should  be  altered  as  such 
in  order  to  be  able  to  provide  positive  contributions  to  government's  revenues. 
Also  subsidies  to  food,  production  infrastructures,  subsidies  to  fuel  and  ex- 
ports need  to  be  reduced  in  stages.  The  growing  weakening  of  the  Rupiah 
■  against  the  US  Dollar  and  the  slight  increase  of  oil  and  gas  prices  in  the  world 
market,  will  open  possibilities  to  the  government  to  increase  the  price  of  fuel. 

In  order  to  lessen  the  government  budget's  and  the  ballance  of  payments 
burdens,  it  is  necessary  to  think  of  requesting  for  IMF  aid  through  its  standby 
arrangement  and  to  ask  for  the  rescheduling  of  Indonesia's  external  debt 
repayments.  The  bigger  the  use  of  Indonesia's  foreign  exchange  reserves 
which  is  getting  smaller,  for  the  repayment  of  her  external  debts,  the  smaller^ 
>the  reserves  become  to  finance  the  import  of  goods  needed  for  development. 
The  bigger  the  portion  of  the  government  budget  is  used  for  the  repayment  of 
Indonesia's  external  debts,  the  smaller  the  reserves  become  to  be  used  for  other 
purposes. 

During  the  first  round  multiplier  of  the  national  income  expansion,  the  ex- 
pansion of  the  government  budget,  will  not  cause  the  increase  of  the  demands 
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for  foreign  exchange  which  will  cause  pressures  to  Indonesia's  balance  of 
payments.  Additional  demands  for  sand,  stones,  cement  and  other  construc- 
tion materials  needed  for  the  construction  of  Presidential  Instruction  Pro- 
gramme's schools  for  instance,  can  be  met  by  domestic  industries  which  is  cur- 
rently producing  below  their  installed  capacity. 

At  the  second  round  multiplier  process,  the  additional  national  income 
starts  to  produce  pressures  to  the  balance  of  payments.  Additional  demands 
for  nails  will  cause  the  addition  of  iron  ore  imports  and  coal  by  the  Krakatau 
Steel  Company.  Addition  in  the  demand  for  more  music  cassettes  will  cause 
additional  plastic  imports  needed  by  domestic  cassette  industries.  There  still 
are  many  goods  and  services  which  are  not  as  yet  domestically  produced. 
Therefore  a  sufficiently  great  portion  of  Indonesia's  national  income  and  its 
addition  is  spent  for  the  purchase  of  capital  goods,  basic  materials,  supporting 
materials  and  consumer  goods  in  her  imports. 

In  order  to  maintain  the  balance  of  the  balance  of  payments,  attempts  to 
promote  economic  activities  domestically  through  budgetary  expansion  and 
the  increase  of  export,  should  also  be  sustained  by  sufficient  foreign  exchange 
reserves.  It  is  for  the  balancing  of  the  balance  of  payment,  which  need  efforts 
to  smooth  the  utilisation  of  external  aids  which  have  not  yet  been  used  and  to 
acquire  additional  external  aid  to  expand  foreign  exchange  reserves.  Because 
the  greater  part  of  external  loans  from  official  sources  are  in  the  form  of  pro- 
ject aid,  their  priority  scale  should  therefore  be  made  more  pronounced.  Those 
projects  should  be  in  a  position  to  sustain  the  economising  of  foreign  exchange 
spending  and  produce  commodities  with  competitive  prices  in  the  world 
market  and  which  are  within  the  reach  of  domestic  as  well  as  overseas  pur- 
chasers in  the  world  market. 

As  already  elaborated  above,  domestic  economic  activities  as  well  as  the  ex- 
port of  non-oil  and  gas  commodities  could  be  increased  if  the  government 
could  improve  the  business  and  investment  atmosphere.  Improvements  in  the 
field  of  business  and  investments  need  further  deregulations  in  the  sectors  of 
trade  and  production,  including  the  deregulation  of  business  operation  permits 
and  the  marketing  of  manpower.  The  improvement  of  the  business  and  invest- 
ment atmosphere  which  stimulates  the  increase  of  production  and  exports  will 
at  the  same  time  rehabilitate  the  confidence  of  domestic  as  well  as  foreign  in- 
vestors in  Indonesia  to  invest  their  capital  in  Indonesia. 

Without  the  increase  of  national  economic  activities,  expansion  of  govern- 
ment budgetary  expenditures  explained  above  will  just  add  to  the  detrimental 
condition.  Without  the  increase  of  production  and  exports,  the  expansion  of 
government  expenditures  through  its  budget  deficit,  which  are  bigger,  will  only 
result  in  inflation  and  new  pressures  which  jeopardise  the  balance  of 
payments. 


Domestic  Production  within 
the  Perspective  of  Industrialisation  and 

National  Development 

KWIK  Kian  Gie 


I 

In  an  autarchic  country,  strategic  and  policy  issues  of  individually  owned 
companies  are  only  limited  to  the  sensitivity,  keenness  and  adaptability  of  the 
company  concerned  with  regard  to  external  factors  which  are  mutually  interac- 
ting with  alternating  forces  in  compliance  with  the  dynamics  of  the  society 
itself.  Those  external  factors  are  without  the  walls  of  the  company,  but  still 
within  the  territorial  boundary  of  the  state. 

In  a  country  which  is  open  to  the  flow  of  commodities  and  services  like  In- 
donesia, the  individually  owned  company  does  not  confine  itself  to  domestic 
markets.  As  long  as  a  country  does  not  close  its  territory  tightly  against  the  in- 
flow of  foreign  commodities  and  services,  the  scope  of  the  country's  major 
companies  should  also  encompass  world  markets.  We  let  ourselves  be  over- 
flowed by  foreign  commodities  and  services,  because  of  their  comparative  ad- 
vantage. In  order  to  be  competitive  one  should  also  be  capable  of  producing 
goods  and  services  of  comparative  advantage  being  able  to  overflow  the  world 
markets.  Unless  this  happens,  the  country  will  only  be  a  place  of  raw  materials 
with  low  prices,  and  a  place  for  the  marketing  of  high  value  added  manufac- 
tured goods  to  be  enjoyed  by  producers  overseas. 

For  quite  a  long  time,  Indonesia's  most  important  products  with  com- 
parative advantage  were  oil  and  gas.  Oil  and  gas  as  products  with  advantage 
during  its  prosperous  era  were  actually  not  without  basic  flaws.  The  first  flaw 
was  that  the  international  comparative  advantage  of  oil  and  gas  was  not  based 
on  the  superiority  of  the  product  with  all  its  attributes,  but  was  only  reliant  on 
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the  power  in  establishing  an  international  cartel  or  OPEC.  Therefore,  after  the 
bulwark  of  the  cartel  had  been  broken  by  means  of  conservation  and  energy 
saving  technology,  the  development  of  alternative  energy  and  the  like,  oil  and 
gas  have  turned  again  into  common  commodities  with  great  tendencies  of  ex- 
periencing fluctuations  of  prices  with  terms  of  trade  that  are  always  declining 
vis-a-vis  industrial  goods.  Related  to  this  flaw  is  the  second  one,  which  during 
the  era  of  the  oil  boom  were  exported  in  its  most  upstream  form  without 
undergoing  any  significant  process  of  production,  so  that  when  the  OPEC 
power  was  broken  Indonesia  was  not  yet  prepared  in  mastering  the  technology 
and  management  to  make  of  oil  and  gas  to  become  high  value  added  industrial 
products. 

It  seems  not  necessary.to  elaborate  on  the  signs  of  OPEC's  disintegration, 
the  fall  of  prices  of  oil  and  gas  and  their  impact  on  Indonesia's  economy,  since 
nearly  all  analists  and  thinkers  agree  that  the  impact  is  formidable.  Suffice  it  to 
say  that  owing  to  the  disintegration  of  OPEC  and  the  tendency  of  the  con- 
tinuously declining  prices  of  oil  and  gas,  the  challenge  to  produce  non-oil  com- 
modities is  very  vital  which  will  determine  the  place  and  position  of  the  In- 
donesian nation  amongst  other  nations  in  the  world. 

Literally  speaking  and  in  all  modesty,  domestic  products  constitute  all 
goods  and  services  which  can  already  be  produced  in  the  country.  However,  in 
the  perspective  of  industrialisation  and  national  development,  in  the  post-oil 
era,  and  in  the  world  where  micro  chips  and  genetic  technology  revolutions  are 
taking  place,  the  notion  with  regard  to  domestic  production  needs  to  be  made 
operational,  which  will  become  the  point  of  departure  for  industrialisation  and 
national  development  policies. 

Out  of  the  so  many  goods  and  services,  either  those  that  can  or  cannot  as 
yet  be  produced  domestically,  Indonesia  should  determine  which  products  are 
to  be  maintained  and  directed  towards  international  comparative  advantage. 
The  products  need  to  be  determined  and  selected  since  it  would  otherwise  be 
impossible  for  any  nation  to  improve  its  production  capability  to  enable  or  to 
compete  with  countries  anywhere  and  in  any  product. 

The  present  condition  of  domestic  production  shows  a  multifarious  pic- 
ture, viewed  from  the  degree  of  foreign-made  goods,  in  terms  of  their  form,  or 
other  capabilities  such  as  management,  the  mastery  of  technology,  their 
finances  and  marketing  as  well.  On  the  one  extreme  end,  Indonesia  is  to  face 
domestic  production  which  in  all  its  aspects  is  controlled  by  foreign  investors, 
namely  in  terms  of  its  capital  investment,  management  and  technology.  The 
company  is  functioning  as  a  simple  assembling  company.  It  also  uses  a  foreign 
trade  mark.  Those  taken  from  Indonesia  are  the  unskilled  workers,  land, 
public  utilities  and  a  great  number  of  people  as  consumers  of  the  products. 

At  the  other  extreme  end,  one  will  find  a  domestic  company  which  is 
already  capable  of  being  self-sufficient  in  every  respect.  Its  products  are  even 
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produced  by  Indonesia's  own  innovations.  Should  there  be  any  imported  auxi- 
liary material,  its  percentage  is  very  small.  An  example  of  this  product  are  the 
clove  cigarettes. 

Between  the  extreme  form  at  one  end  and  that  of  the  other  there  are  hun- 
dreds perhaps  thousand  kinds  of  domestic  products  with  greatly  varying 
degrees  of  domestic  raw  materials  and  comparative  advantages.  One  can  ima- 
gine how  difficult  it  is  to  determine  which  products  are  of  an  advantage  to  be 
promoted  and  developed  into  products  with  international  comparative  advan- 
tage. 

Before  examining  some  alternatives  concerning  the  methods  with  which  to 
determine  those  products  with  advantage,  one  should  try  to  understand  the 
meaning  of  domestic  production,  to  be  made  the  operational  starting  point  in 
placing  the  product  concerned  in  the  framework  of  national  industrialisation 
and  national  development.  Domestic  production  or  products  contain  the 
following  inherent  elements: 

-  Domestic  products  are  those  having  the  potential  to  be  prepared  and  devel- 
oped into  products  with  international  comparative  advantage. 

-  Domestic  products  are  determined  on  the  basis  of  certain  criteria  and  alter- 
native calculations  of  a  dynamic  character. 

-  Domestic  products  need  not  to  be  those  which  can  already  be  produced  in 
Indonesia  at  present.  On  the  contrary,  products  which  presently  are  already 
produced  in  Indonesia,  cannot  as  yet  be  ascertained  as  to  whether  they  have 
the  potential  to  be  developed  into  products  with  international  comparative 
advantage. 

-  Domestic  products  are  dynamic  in  nature.  Products  which  are  of  an  advan- 
tage within  a  certain  period  of  time,  may  be  replaced  by  other  products, 
which  may  some  time  in  the  future  have  the  potential  to  be  prepared  and 
developed  into  products  with  international  comparative  advantage. 

-  However,  once  a  product  is  determined  as  one  with  advantage,  there  should 
be  a  national  consensus,  or  at  least  a  unanimous  view  and  determination 
ranging  over  the  entire  government  machinery  to  mobilise  all  funds  and 
forces  to  make  of  the  product  concerned  to  become  one  with  international 
comparative  advantage. 

-  It  needs  to  be  stressed  here  that  other  countries'  experience  reveals  that  un- 
animous view,  determination  and  national  efforts  are  more  important  than 
exact  calculations  or  making  the  right  decisions.  At  the  time  when  a  certain 
product  is  determined  to  be  made  one  with  advantage,  the  considerations 
need  not  be  spelled  out  in  exact  figures. 

Long-term  strategic  considerations  should  also  play  a  role,  so  that  at  the  time 
when  a  certain  product  is  determined  to  become  a  product  of  advantage  the 
product  concerned  need  not  already  have  an  international  comparative  advan- 
tage. 
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From  the  above  analysis  one  may  feel  that  there  is  something  contradic- 
tory. On  the  one  hand  it  is  said  that  the  decision  on  a  product  with  advantage 
need  not  be  based  on  quantitatively  thorough  calculation.  However,  on  the 
other  hand  it  is  also  said  that  one  has  to  take  into  account  all  factors  that  may 
influence  the  decision  whether  or  not  a  certain  product  can  be  made  an  advan- 
tage, though  is  still  short  of  comparative  advantage.  This  seemingly  con- 
tradictive  train  of  thoughts  is  due  to  the  following: 

-  In  deciding  upon  a  product  with  advantage,  one  cannot  merely  base  it  on 
factors  which  can  exactly  and  quantitatively  be  calculated.  Long-term  stra- 
tegic considerations  at  present  cannot  be  spelled  out  in  exact  figures. 

-  Experiences  in  other  countries  such  as  Japan,  Korea,  Taiwan  and  Singapore 
reveal  that  national  consensus  and  firm  determination  to  make  a  certain  pro- 
duct of  advantage  in  a  consistent  manner  are  more  important  than  exact 
calculations. 

-  Nevertheless,  one  may  also  be  quite  aware  of  the  fact  that  the  decision  to 
determine  this  advantage  cannot  merely  be  based  on  sheer  inspiration  or 
intuition.  One  cannot  say  also  that  every  product  that  can  already  be  pro- 
duced domestically  should  become  a  product  of  advantage.  Owing  to  the 
industrialisation  policy  which  is  based  on  import  substitution,  Indonesia 
is  presently  faced  by  a  variety  of  industries  in  almost  every  field,  with  vari- 
ous potentials,  as  long  as  the  product  concerned  can  meet  the  domestic 
needs  that  should  otherwise  be  imported.  At  present  the  number  and  variety 
of  Indonesia's  industries  are  so  enormous,  that  it  is  impossible  for  the  coun- 
try to  have  the  necessary  power  and  capability  in  making  all  these  products 
of  advantage. 

Having  presented  some  points  of  departure  of  thoughts  and  important  fac- 
tors in  determining  domestic  products  as  clarified  earlier,  how  can  one  arrive 
at  a  criterion  as  to  decide  certain  products  to  become  products  with  advantage. 

As  a  free  nation,  in  the  acquisition  of  goods  and  services  which  are  basic 
and  vital,  Indonesia  cannot  fully  depend  on  other  countries,  notwithstanding 
the  international  comparative  advantage  of  the  country  concerned.  Hence,  In- 
donesia has  to  enhance  the  production  capacity  of  its  goods  and  services  which 
are  very  vital  and  basic  for  the  life  of  the  nation,  however  high  the  cost  of  the 
goods  concerned  may  be  compared  with  imported  ones.  These  goods  are 
among  other  things  rice,  other  staples,  fertilisers,  energy,  telecommunication, 
infrastructures  and  the  like.  Therefore,  in  regard  to  such  strategic  and  vital 
goods  there  is  no  other  option  except  by  producing  them  domestically.  Accor- 
dingly the  decision  to  determining  a  product  to  be  produced  domestically  has 
been  taken.  Fortunate  it  would  be  if  by  virtue  of  determination,  national 
power  and  effort,  some  of  those  products  can  be  promoted  to  become  pro- 
ducts with  international  comparative  advantage. 
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The  following  are  the  group  of  goods  and  services,  of  which  the  bulk  of  the 
production  factors  are  available  in  the  country.  Mentioned  production  factors 
are  natural  resources,  manpower,  managerial  innovative  and  combining 
capabilities  of  the  entrepreneurs.  It  should  in  particular  be  emphasized  that 
practices  of  other  countries  showed,  the  more  advanced  a  nation  is  in  terms  of 
managerial  capability  and  entrepreneurial  innovation,  the  less  she  depends  on 
her  natural  resources  to  produce  products  with  international  comparative  ad- 
vantage, by  means  of  importing  the  greater  part  of,  or  all  raw  materials  from 
other  countries.  The  value  added  which  can  be  generated  by  innovation,  com- 
bination, the  mastering  of  technology  and  managerial  capabilities  will  be  so 
formidable  that  with  the  human  factor  only  it  turn  out  that  they  be  capable  of 
combining  all  the  other  production  factors  to  produce  goods  with  comparative 
advantage  that  prevail  throughout  the  world.  At  a  more  advanced  stage,  they 
are  capable  of  importing  the  production  factors  they  do  not  possess,  to  be 
combined  in  their  own  respective  countries.  They  are  even  capable  of  combin- 
ing all  kinds  of  production  factors  from  whatever  part  of  the  world,  with  their 
foothold  in  whatever  country,  as  long  as  the  final  result  will  be  the  most  pro- 
fitable for  them.  These  are  the  prime  features  of  the  working  method  of 
transnational  corporations,  operating  in  any  country  where  they  have  estab- 
lished their  base,  as  long  as  it  is  profitable  to  be  their  base,  and  thereof  they 
will  combine  the  production  factors  from  any  source,  provided  that  the  pro- 
ducts yielded  would  eventually  gain  international  comparative  advantage.  A 
nation  with  such  capabilities  is  one  capable  of  making  the  so-called  man  made 
comparative  advantage,  pure  man  made,  since  one  has  been  able  to  be  in- 
dependent from  natural  resources  in  one's  own  respective  country. 

This  phenomenon  is  stressed  to  place  Indonesia's  own  capability  in  the 
perspective  of  the  other  nation  in  the  world.  It  is  not  meant  to  discourage  In- 
donesians. In  this  way  one  may  as  of  now  be  fully  aware  that  one's  possibility 
is  theoretically  not  only  confined  to  the  natural  resources  and  the  considerable 
number  of  uneducated  and  unskilled  human  resources.  When  the  Indonesian 
nation  is  capable  enough  to  increasingly  step  up  its  mastering  of  technology, 
managerial  skill  and  innovative  entrepreneurial  capabilities,  the  comparative 
advantage  produced  by  the  Indonesian  people  will  be  realised,  as  has  been 
shown  by  Japan,  but  lately  also  by  other  newly  industrialised  countries  such  as 
Korea,  Taiwan,  Hong  Kong  and  Singapore,  aside  from  the  other  advanced 
countries  in  West  Europe  and  the  United  States. 

Theoretical  was  mentioned  above  on  account  of  the  fact  that  other  nations 
have  shown  their  capability.  Hence  theoretically  the  Indonesian  nation  will 
also  be  able  to  reach  that  stage.  Whether  or  not  on  practice  the  nation  will  real- 
ly be  able  to  reach  the  stage  on  a  par  with  the  advanced  and  newly  industri- 
alised countries,  all  those  will  depend  on  the  nation's  sincerity. 
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Hence,  as  to  vital  and  strategic  goods,  one  has  no  option  except  to  deter- 
mine them  as  products  with  advantage,  since  the  nation  is  bound  to  produce 
them  by  virtue  of  its  own  capability  for  the  sake  of  the  nation's  survival. 

As  to  the  other  products,  out  of  the  so  many  products  one  should  decide  on 
which  products  are  to  be  developed  to  become  products  with  advantage.  To  ar- 
rive at  this  decision,  three  schools  of  thoughts  are  being  developed  in  In- 
donesia, namely: 

-  To  take  natural  resources  as  starting  point  for  the  development  of  various 
kinds  of  products,  through  the  processing  of  natural  resources  into  basic 
materials  as  products  of  upstream  industry.  This  school  of  thought  implies 
that  by  building  basic  material  industries,  downstream  industries  will  auto- 
matically be  developed,  and  their  products  can  automatically  be  developed 
into  products  with  advantage.  The  basic  material  produced  may  also  be  the 
one  which  to  date  is  still  being  imported  together  with  the  existing  down- 
stream industries. 

-  To  directly  set  up  industries  with  the  latest  high  technology.  If  Indonesia 
could  master  this  technology,  automatically  the  mastering  of  the  lower  tech- 
nology will  no  longer  constitute  a  problem.  Undoubtedly  this  approach  is 
costly,  since  for  the  investment  in  industrial  projects  with  high  technology 
a  huge  amount  of  money  is  needed.  It  should  be  examined  further  whether 
in  the  context  of  the  combination  with  other  production  factors  the  expected 
trickle  down  effect  would  really  happen  and  become  products  of  interna- 
tional comparative  advantage. 

-  To  make  calculations  of  various  kinds  of  products.  In  this  way  one  may  ar- 
rive at  products  with  more  exact  and  tangible  international  comparative 
advantage,  since  they  are  spelled  out  in  figures. 

Apparently,  these  three  starting  points  are  not  contradictory  to  one 
another.  The  calculation  approach  may  even  become  a  common  denominator 
or  bridge  of  various  kinds  of  starting  points  so  as  to  become  a  quantification 
of  a  variety  of  products  presented  by  the  aforementioned  resource-base 
strategy  and  base  strategy. 

Since  the  starting  points  are  eventually  bound  to  debouch  into  figures  the 
calculation  method  becomes  a  very  important  factor. 

The  calculation  method  and  technique  as  presented  in  books  on  cost  ac- 
counting may  be  used.  But  experimental  and  futurologistic  elements  should  be 
added  here.  Business  economists  and  MBA's  are  being  familiarised  with 
making  precalculations  to  individually  fix  the  basic  price  of  each  unit  of  the 
company's  product.  However,  they  are  mentally  never  accustomed  to  make 
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;  calculations  of  an  experimental  nature  by  taking  into  account  international 
trends.  Hence,  aside  from  the  mental  adjustment  to  be  made  by  those  In- 
idonesian  economists,  it  seems  necessary  to  develop  the  calculation  technique  as 
well,  the  target  of  which  is  very  much  different  from  that  of  the  calculation  to 
arrive  at  the  basic  price  which  is  most  approximating  to  reality  on  the  basis  of 
the  current  condition  and  situation.  All  of  these  only  account  for  certain  pro- 
ducts which  constitute  the  routine  production  of  the  companies  they  run. 

Conspicuously  the  team  doing  the  calculations  should  consist  of  experts  on 
various  disciplines  of  science,  on  account  of  the  three  additional  dimensions,  if 
:compared  to  the  calculation  of  the  regular  basic  price,  which  one  knows  from 
the  discipline  of  business  economy  or  business  administration.  The  three  new 
:dimensions  are  as  follows: 

11.  The  experimental  and  speculative  nature  with  many  variables  based  on  a 
great  deal  of  assumptions.  Implied  in  this  dimension  is  the  fact  that  the 
government  sector  in  Indonesia  plays  a  very  important  role  in  its  capacity 
to  change  the  current  prices  of  many  strategic  products  in  view  of  the  fact 
that  so  many  strategic  products  companies  are  government  owned.  There 
are  even  a  great  number  of  sectors  of  non-strategic  products  run  by  the 
state.  Therefore,  it  is  very  important  to  develop  calculation  methods  and 
the  making  of  models  that  will  convince  the  government  through  responsi- 
ble calculations,  that  if  the  government  is  willing  to  change  the  prices  of 
certain  strategic  products,  one  may  be  able  to  generate  several  products 
with  international  comparative  advantage.  Accordingly,  it  is  the  political 
will  of  the  government  that  will  serve  as  a  directive  for  the  holding  of  a  na- 
tional campaign  based  on  reliable  calculations  and  models. 

2.  A  long-term  dimension,  which  in  determining  variables  takes  into  account 
the  long-term  price  development.  One  can  imagine  that  certain  strategic 
products  produced  by  certain  government-owned  companies  will  increas- 
ingly become  cheaper,  as  the  company  will  produce  at  an  optimal  scale. 
Given  this  possibility  one  can  make  a  realistic  estimation  on  whether  or  not 
a  certain  product  can  be  made  one  with  advantage. 

&  The  international  dimension.  Since  the  aim  is  to  select  a  product  to  be  made 
one  with  international  comparative  advantage,  the  current  prices  outside 
Indonesia  with  their  development  estimate  constitute  a  very  relevant  com- 
parative data. 

\  It  seems  obvious  in  this  context  that  the  economists  who  are  educated  and 
rrained  in  business  economy  and  those  who  are  MBAs  need  to  widen  their 
"iorizon  of  thoughts  and  mentality  from  an  accountant  with  narrow  but  ac- 
WUrate  mentality  to  become  one  who  is  experimental,  speculative  and  futuro- 
'  ogist  in  nature  with  an  international  outlook. 

As  aforementioned  the  calculations  and  making  of  models  are  aimed  at 
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providing  the  government  with  an  input  concerning  the  potentialities  of  the 
government  to  change  the  relative  prices  of  some  strategic  products,  which 
may  affect  certain  products  to  become  products  with  international  com- 
parative advantage.  In  addition  to  that  the  government  has  a  great  deal  of 
possibilities  in  view  of  the  dominant  state-run  companies  in  many  areas  of  very 
important  production. 

Hence  implicitly  one  assumes  that  it  is  considered  best  and  acceptable  that 
the  government  continues  to  play  a  major  role  in  promoting,  developing  and 
stimulating  certain  products  to  be  made  products  with  advantage. 

However,  as  one  may  hear  from  various  seminars  and  mass  media,  the 
dominant  and  active  role  of  the  government  in  regulating  the  production  of 
goods  and  services  turned  out  to  be  questioned  by  many.  Much  criticism  is 
launched  concerning  excessive  regulation  and  bureaucracy.  Many  have  voiced 
for  deregulation  and  de-bureaucratisation,  since  they  opined  that  efficacy  can 
be  improved  by  limiting  the  role  of  the  government  to  such  an  extent  as  to 
cover  only  regulations  on  vital  items,  and  to  serve  as  safeguards  of  social 
justice,  whereas  as  far  as  efficacy,  development  of  certain  products  to  become 
ones  with  advantage  are  concerned,  should  be  left  up  to  the  market  forces. 

It  does  not  seem  proper  to  become  involved  in  the  debate  on  the  pros  or 
cons  of  the  regulation  in  writing  this  essay,  including  the  question  as  to 
whether  or  not  the  regulations  and  bureaucracy  have  exceeded  the  normal 
limits.  Those  statements  seem  to  be  political  ones,  although  they  may  be  based 
on  and  be  justified  by  a  scientific  analysis  by  those  who  launched  the  criticism. 

Accordingly  it  seems  necessary  to  confine  this  writing  to  an  analysis  with 
regard  to  the  operational  notion  of  deregulation  and  de-bureaucratisation  of 
production  and  distribution. 

If  one  is  to  use  market  forces  to  select,  as  to  which  producer  and  what  pro- 
duct will  eventually  be  an  advantage,  one  of  the  mechanism  usually  prevailing 
on  other  countries  is  carried  out  by  means  of  production  and  distribution 
liberalisation.  The  initiative  to  enter  into  the  production  and  distribution  of 
goods  and  services  is  not  all  restricted.  One  of  the  consequences  is  that  the  j 
government  no  longer  takes  heed  of  the  fact  whether  or  not  a  certain  produc- 
tion capacity  and  apparatus  has  exceeded  the  national  need.  The  government  j 
will  also  no  longer  pay  heed  to  the  fact  whether  or  not  overproduction  will  oc- 
cur given  the  emergence  of  new  entrepreneurs.  On  the  contrary,  it  is  exactly  the 
criteria  of  overproduction  that  will  become  blurred,  since  from  now  on  one  I 
has  to  get  accustomed  to  considering  the  whole  world  as  the  market  of  one's 
national  production.  However,  it  does  not  mean  that  domestic  products  need 
not  be  protected  against  those  of  foreign  countries.  In  view  of  its  character  and 
level  which  is  still  at  an  infant  stage,  certain  production  branches  absolutely 
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need  protection  by  means  of  tariff  barriers  and  other  instruments.  However, 
i  within  the  country,  the  producers  and  entrepreneurs  will  absolutely  be  free  to 
:  enter  into  any  production  and  distribution  branch  which  is  not  considered 

vital,  which  otherwise  should  be  owned  by  the  state. 

In  this  way  there  will  be  overproduction  and  very  tough  competition 
amongst  producers  of  any  kind  of  product.  With  this  tough  competition,  pro- 
ducers are  forced  to  compete  in  achieving  the  maximally  possible  efficiency, 
iand  to  do  their  utmost  to  look  for  ways  of  expanding  the  markets  so  as  to  ex- 
:ceed  the  boundary  of  the  country.  The  tough  competition  at  domestic  markets 
:could  be  used  as  an  instrument  to  put  pressure  on  the  producers  to  make  ef- 
forts in  keeping  the  basic  prices  low,  stepping  up  efficiency,  improving  the 

I  :quality  and  endeavouring  for  access  to  foreign  markets.  With  the  efficiency 
igradually  improving,  protection  will  likewise  be  diminished,  so  that  the 

I  :domestic  production  without  protection  will  be  competitive  at  international 

I  markets. 

This  mechanism  will  not  be  there  without  sacrifice.  Every  system  has  its 
I  :own  price.  Risks  and  sacrifices  will  be  in  the  form  of  overproduction  from 
I  rime  to  time,  the  closing  down  of  factories  which  have  lost  in  the  competition. 
I  The  stage  of  crystalisation  will  eventually  be  reached  by  joining  forces,  merger 
I  or  fusion  of  two  or  more  producers  of  similar  kind  in  order  to  achieve 
I  economies  of  scale  which  will  be  able  to  compete  with  foreign  countries. 


Ill 

If  Indonesia's  marketing  outlook  is  an  international  one,  she  cannot  ignore 
I  the  fact  that  on  the  international  markets  she  has  to  compete  with  producers 
[  of  other  countries.  In  those  countries  the  production  units  are  enormous.  The 
Nze  of  those  production  units  keeps  expanding  with  an  increasingly  more 
perfect  control  by  means  of  computers  and  robots.  One  of  the  consequences  is 
ha  drastic  rise  of  the  span  of  control. 

If  one  of  the  competitive  powers  of  other  countries  competing  with  In- 
donesia is  their  economies  of  scale,  Indonesia  is  also  forced  to  acquire  efficien- 
cy by  virtue  of  her  economies  of  scale.  In  a  situation  where  small  production 

-inks  are  toughly  competing  with  each  other,  and  where  there  is  heavy  pressure 
So  compete  with  foreign  countries  with  their  enormous  production,  the 
^relatively  small  factories  in  the  country  will  be  strongly  encouraged  to  merge. 

With  this  merger  an  oligopoly  will  be  established,  and  to  some  extent  a  duopo- 
ly, or  even  monopoly.  Nearly  all  large  companies  in  Japan  are  the  result  of 
merger  of  a  great  number  of  companies  that  were  previously  toughly  com- 
peting with  one  another  in  the  country.  As  against  the  outside  world  there  is  a 


196 


THE  INDONESIAN  QUARTERLY,  XV/2 


phenomenon  of  "Japan  Incorporated"  but  domestically  they  have  tough  com- 
petition with  each  other  while  at  the  same  time  merging  for  the  sake  of  effi- 
ciency, innovation  and  economies  of  scale. 

The  mechanism  of  acquiring  efficiency  through  competition  and  merger 
has  brought  about  concentration,  which,  as  one  also  knows,  has  given  rise  to 
debates  concerning  its  pros  and  cons,  which  has  to  be  solved  through  a  na- 
tional consensus  by  the  nation.  As  is  the  case  with  the  estimation  as  to  whether 
or  not  the  regulation  and  bureaucracy  have  exceeded  the  limits  so  as  to  hamper 
efficiency,  it  seems  that  the  estimation  and  decision  concerning  the  pros  and 
cons  with  regard  to  concentration  is  a  political  estimation  and  decision. 

In  this  essay  it  seems  more  appropriate  to  confine  oneself  to  an  analysis  on 
the  working  process  of  monopoly  and  oligopoly  in  their  relationship  to  the 
capability  to  achieve  innovation  and  reform,  in  order  to  obtain  products  with 
international  comparative  advantage.  This  theme  is  no  longer  a  novelty  in 
other  countries.  Since  the  19th  century  prominent  economists  in  West  Europe 
and  USA  have  been  seriously  debating  concerning  pro  and  contra  monopoly 
supported  by  their  strong  argumentation.  In  this  debate  the  role  of  the  forms 
of  markets  and  organisations  for  reforms,  advancement  of  the  nation  and  its 
social  justice  were  rationally  and  clearly  pointed  out.  Great  names  are  such  like 
John  Stuart  Mill,  J.B.  Clark,  Schumpeter,  Chamberlain,  Robinson,  Hayek, 
Griffin,  Weintraub  and  many  more  which  will  be  too  long  to  mention  them  all. 

What  should  be  emphasised  here  is  that  one  cannot  say  in  general,  either 
deductively-logically  or  inductively  empirical,  that  monopoly,  oligopoly,  free 
enterprise  or  monopolistic  competition  is  certainly  good  or  bad.  Each  has  its 
own  good  and  bad  side,  and  those  characteristics  cannot  be  generally  applied 
anywhere  and  anytime,  but  are  greatly  dependent  on  how  they  happen  to  come 
about,  what  they  produce,  how  their  elasticity  are  with  regard  to  income  and 
price,  and  what  constraints  are  there  on  new  inputs  in  the  industry  concerned. 

Monopoly,  duopoly  or  a  monopolistic  situation  have  emerged  in  Indonesia 
on  account  of  a  variety  of  reasons  and  take  various  forms.  We  know  monopo- 
ly by  the  state  in  branches  of  vital  production.  There  are  also  monopolies  given 
by  the  government  to  certain  private  enterprises  through  a  decree.  There  are 
monopolies  or  monopolistic  companies  which  constitute  a  merger  of  com- 
panies of  similar  kind  which  were  previously  competing  with  each  Other,  and 
there  are  also  monopolistic  companies  due  to  their  ability  to  push  aside  com- 
petitors through  market  competitions. 

Any  of  those  monopolistic  forms  have  their  own  respective  history  and 
considerations,  and  accordingly  give  different  impacts  on  their  ability  to  make 
reforms  and  acquire  efficiency.  This  is  also  the  case  with  the  impacts  seen  from 
the  point  of  view  of  justice. 
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The  monopolistic  form  that  emerges  as  the  result  of  merger  in  order  to 
achieve  economies  of  scale,  so  as  to  be  able  to  compete  in  the  world  market, 
cannot  be  avoided  in  the  future  if  Indonesia  is  to  compete  on  the  international 
market.  This  market  will  be  flooded  with  products  from  the  entire  world, 
which  due  to  the  ongoing  revolution  of  micro  chips,  telecommunication  and 
genetical  technology,  will  become  smaller  and  more  dynamic. 

The  position  of  monopoly  has  the  following  negative  tendency: 

1.  The  company  has  a  tendency  to  slumber  due  to  the  absence  of  competition. 
Consequently  the  company  stops  making  efforts  for  innovation  and  effi- 
ciency. 

2.  Owing  to  its  monopolistic  position  the  company  tends  to  fix  prices  at  will 
and  makes  a  supernormal  profit. 

As  aforementioned  there  is  no  market  system  or  mechanism  being  free 
from  its  pluses  or  shortcomings.  It  is  the  nation's  task  to  create  counter- 
balances against  any  threat  of  injustice  inherent  in  any  system.  In  this  way  one 
can  neutralise  the  bad  qualities  and  exploit  the  positive  qualities  inherent  in  it. 

One  of  the  instruments  which  Indonesia  already  has  is  the  taxation  system. 
If  there  is  a  monopolist  who  gains  super  normal  profits,  those  profits  can  be 
retrieved  by  the  state  in  the  form  of  taxes,  which  can  be  imposed  progressively 
if  deemed  necessary.  An  instrument  that  can  be  more  directly  felt  by  the  socie- 
ty at  large  is  the  social  insurance  system  which  is  financed  by  imposing  special 
taxes  on  a  company  commensurate  to  the  size  of  the  company.  Aside  from  tax- 
es, the  fund  collected  by  this  organisation  of  social  insurance  has  to  be  used 
merely  for  health  services,  insurance  for  the  old,  widows  and  orphans,  for  the 
invalid  and  the  like. 


IV 

The  red  line  of  this  writing  is  as  follows. 

Top  leaders  of  companies  today,  but  particularly  in  the  near  future,  will 
face  the  post-oil  economy,  in  which  the  Indonesian  nation  will  experience 
heavy  pressure  to  have  domestic  products  with  international  comparative  ad- 
vantage. Hence,  as  of  now  they  must  have  an  orientation  to  which  directidn 
their  company  is  to  be  managed,  and  which  orientation  will  lead  it  to  oppor- 
tunities of  new  businesses. 

In  determining  non-oil  products  with  advantage,  Indonesia  has  no  alter- 
natives as  far  as  vital  and  strategic  products  are  concerned.  As  to  other  pro- 
ducts, three  kinds  of  approaches  are  being  developed  in  this  country,  namely 
resource-base  strategy,  high  technology  strategy,  and  the  strategy  fpr  the  inter- 
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national  comparative  advantage,  which  apparently  constitutes  a  common 
denominator  of  the  other  two  strategies.  The  third  approach  is  a  common 
denominator,  since  it  has  spelled  out  all  products  in  concrete  figures,  which 
can  be  compared  to  the  prices  of  Indonesia's  competitors  on  the  international 
markets.  To  this  end  it  is  necessary  to  develop  a  calculation  method  with  wider 
dimension  if  compared  with  the  knowledge  and  techniques  of  cost  accounting 
that  one  knows  from  business  economy  and  business  administration.  Ap- 
parently the  new  element  of  this  calculation  method  is  experimental,  dynamic 
and  futurologic  in  nature. 

The  planned  process  to  obtain  a  product  with  advantage  through  a  calcula- 
tion method  implies  a  quite  significant  role  of  the  government.  This  reality  will 
lead  one  to  the  debate  on  the  pros  and  cons  of  regulation  and  bureaucracy  in 
the  field  of  production  and  distribution,  which  need  to  be  settled  by  virtue  of 
political  decisions. 

In  the  calculation  one  has  to  take  into  account  that  the  more  advanced  a 
nation  is  in  its  education  and  skills,  the  less  that  nation  depends  on  its  natural 
resources.  At  a  more  advanced  stage,  the  entrepreneurs  of  the  country  con- 
cerned no  longer  depend  on  their  respective  countries.  They  can  choose  any 
country  which  is  the  most  profitable  for  a  foothold,  and  from  there  they  are  to 
make  innovations  and  combinations  of  all  kinds  of  production  factors  to  meet 
the  needs  of  the  people  throughout  the  world  for  the  goods  ahd  services  they 
produce  and  distribute.  At  this  stage  the  man  made  comparative  advantage 
will  be  perfectioned. 

Another  alternative  to  generate  products  with  advantage  is  by  leaving  the 
selection  up  to  the  market  forces.  Domestic  production  which  is  still  in  its  in- 
fant stage  is  to  be  protected  against  that  of  foreign  countries,  but  domestic 
competition  in  the  country  should  be  given  the  greatest  possible  freedom  for 
the  sake  of  achieving  efficiency  and  innovation.  The  risk  which  is  always  in- 
herent in  this  approach  is  the  emergence  of  overproduction,  bancruptcy  of 
companies  and  the  closing  down  of  factories  having  lost  in  the  competition, 
and  the  emergence  of  concentration  through  the  merger  of  two  or  more  com- 
panies in  order  to  achieve  economies  of  scale. 

This  situation  will  lead  one  to  the  risk  of  stagnation  again  due  to  the 
monopolistic  position  one  acquires,  and  injustice  which  is  always  potentially 
inherent  in  a  monopolistic  position.  And  it  is  here  that  political  decisions  need 
to  be  taken  so  as  to  create  the  necessary  counterbalances. 


Intellectual  Property 

R.B.  SUHARTONO 


INTRODUCTION 

Intellectual  property  is  by  no  means  a  matter  of  concern  which  just  sudden- 
ly arose  in  recent  years;  in  fact,  international  conventions  on  it  had  entered  in- 
to force  since  the  1880s.  It  becomes  an  issue  primarily  because  of  the  fast  pace 
of  technological  development  and  the  perceived  inadequacy  of  the  existing 
regime  to  cope  with  it. 

Recently,  the  subject  of  intellectual  property  has  also  assumed  a  new 
dimension:  it  has  become  a  proper  subject  for  consideration  in  the  Multilateral 
Trade  Negotiations.  The  Ministerial  Declaration  on  the  Uruguay  Round  has 
placed  intellectual  property  rights  as  one  of  the  subjects  for  negotiations  on  the 
trade  on  goods:  "in  order  to  reduce  the  distortions  and  impediments  to  inter- 
national trade,  and  taking  into  account  the  need  to  promote  effective  and  ade- 
quate protection  of  intellectual  property  rights,  and  to  ensure  that  measures 
and  procedures  to  enforce  intellectual  property  rights  do  not  themselves 
become  barriers  to  legitimate  trade,  the  negotiations  shall  aim  to  clarify  GATT 
provisions  and  elaborate  as  appropriate  new  rules  and  disciplines  ...  without 
prejudice  to  other  complementary  initiatives  that  may  be  taken  in  the  World 
Intellectual  Property  Organisation  and  elsewhere." 

It  is,  of  course,  not  the  intention  to  discuss  here  the  complex  and  difficult 
problems  of  intellectual  property.  Rather,  the  paper  merely  attempts  to  pro- 
vide a  general  description  of  intellectual  property  in  the  light  of  certain  inter- 
national arrangements  and  of  apparent  U.S.  view  on  the  matter  seen  by  an 
outsider,  and  as  it  concerns  bilateral  relation  between  the  U.S.  and  Indonesia. 

of  Indu^'  Ant*?"0  'S  HCad;  f°r  IndUStrial  RMCarch  and  Development,  Department . 
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GENERAL  NOTION 

As  an  object  of  international  protection  under  various  multilateral  conven- 
tions, intellectual  property  comprises  two  main  groupings,  viz.  industrial  pro- 
perty and  copyright  or  literary  and  artistic  property.  Currently,  as  a  subject  for 
discussion  intellectual  property  often  encompasses  patents,  trademarks,  trade 
dress,  industrial  designs,  copyrights,  mask  works,  and  trade  secrets;  there  has 
been,  however,  no  international  consensus  on  the  definition  of  trade  secrets1 
while  adequate  international  protection  of  mask  work2  fixed  in  semi- 
conductors poses  special  problems. 

International  protection  of  industrial  property  mainly  deals  with  the  pro- 
tection of  inventions,  trademarks  and  industrial  designs,  all  these  three  in  the 
form  of  exclusive  rights  of  exploitation,  and  with  the  repression  of  unfair  com- 
petition which  is  not  concerned  with  exclusive  rights  but  directed  against  acts 
of  competition.  It  is  however,  not  possible  to  give  generally  accepted  defini- 
tions of  these  various  forms  of  industrial  property  since  on  the  one  hand  no  in- 
ternational treaty  defines  these  concepts  while  on  the  other  the  laws  of  various 
countries  differ  on  several  important  points;  accordingly,  only  general  indica- 
tion of  their  more  common  characteristics  can  be  described.3 

As  descriptions  of  industrial  property,  the  following  can  be  noted.  First, 
invention  is  a  novel  idea  resulting  from  inventive  activity  and  capable  of  in- 
dustrial application;  a  patent  is  a  document  issued  by  a  government  office, 
describing  the  invention  and  creating  a  legal  situation  in  which  the  patented  in- 
vention can  normally  be  exploited  only  with  the  authorisation  of  the  patent 
holder/ Secondly,  a  trademark  is  a  sign  which  serves  to  distinguish  the  goods 
or  services  of  an  industrial  or  a  commercial  enterprise  or  a  group  of  such  enter- 
prises.9 Third,  an  industrial  design  is  the  ornamental  aspect  of  a  useful  article 
that  may  be  constituted  by  two  or  three  dimensional  elements  but  must  not  be 


'One  type  of  trade  secret  may  be  the  information  that  an  innovator  must  provide  to  the  govern- 
ment on  the  health  and  safety  of  products  in  order  to  obtain  government  permission  or  registration 
to  market  such  products,  as  for  example  worked  out  at  FAO. 

^me  believe  that  such  mask  works  are  protectable  under  existing  copyright  laws  while  others 
insist  on  explicit  forms  of  protection.  The  U.S.  and  Japan  have  decided  not  to  wait  for  judicial  in- 
terpretation to  clarify  protection  under  copyright  law,  but  to  provide  sui  generis  chip  protection 
instead. 

^  WIPO,  General  Information,  WIPO  publication  No.  400  (E),  Oeneva  1981. 

*Under  most  legislation,  for  an  idea  to  be  patentable  it  must  be  new  (no  indication  that  it  has 
already  been  published  or  publicly  used);  non-obvious  (it  would  not  have  occurred  to  any 
specialist);  and  applicable  in  industry  (it  can  be  industrially  manufactured  or  used). 

5In  some  countries,  a  trademark  may  be  protected  without  registration;  protection  means  that 
no  person  or  enterprise  other  than  its  owner  may  use  it. 
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solely  dictated  by  the  function  for  which  the  useful  article  is  intended.6;Finally, 
repression  of  unfair  competition  is  directed  against  acts  of  industrial  or  com- 
mercial competition  which  are  contrary  to  honest  practices,  including  acts  that 
may  create  confusion,  false  allegations,  and  indications  or  allegations  which 
may  mislead  the  public. 

Copyright  usually  refers  to  literary  and  artistic  works  which  are  expressed  in 
the  form  of  words,  musics,  pictures,  three  dimensional  objects,  or  combina- 
tions thereof  (as  in  the  case  of  an  opera  or  a  motion  picture).  National  copy- 
right laws  usually  provide  for  the  protection  of  these  types  of  works:  literary 
works  (written,  whether  published  or  unpublished,  and  oral  works);  musical 
works;  artistic  works  (whether  two  or  three-dimensional,  irrespective  of  con- 
tent or  destination);  maps  and  technical  drawings;  photographic  works;  and 
cinematographic  works  or  motion  pictures.7  In  general,  copyright  protection 
means  that  certain  uses  of  the  work  are  lawful  only  if  they  are  done  with  the 
authorisation  of  the  copyright  owner.8 

As  the  laws  of  a  country  relating  to  industrial  property  are  generally  con- 
cerned only  with  acts  accomplished  or  committed  in  the  country  itself,  protec- 
tion is  effective  only  in  the  country  where  the  government  office  effected  the 
grant  or  registration;  if  protection  in  several  countries  is  desired,  such  protec- 
tion must  be  obtained  in  each  of  the  countries  separately.9  Similarly,  the  law  of 
a  country  relating  to  copyright  are  generally  concerned  only  with  acts  ac- 
complished or  committed  in  the  country  itself;  accordingly,  copyright  protec- 
tion based  on  national  law  is  only  effective  in  the  country  concerned,  and  pro- 
tection in  foreign  countries  is  guaranteed  only  through  international  treaties. 


'Protection  of  an  industrial  design  means  that  it  may  not  be  copied  or  immitated  without 
authorisation  from  the  registered  owner,  and  copies  or  imitations  made  without  such  authorisar 
tion  may  neither  be  sold  nor  imported.  To  be  protected,  the  designs  must  be  original  or  novel  and 
must  be  registered. 

7Many  copyright  laws  protect  works  of  applied  art  and  choreographic  works  as  well,  and  some 
also  regard  phonograph  records,  tapes  and  broadcasts  as  works. 

•The  most  typical  involve  the  rights:  to  copy  or  reproduce;  to  perform  in  public;  to  make  sound 
recordings;  to  make  motion  pictures  or  to  include  in  motion  pictures  almost  any  kind  of  work;  to 
broadcast;  and  to  translate.  Under  some  of  the  national  laws,  some  of  these  rights  are  merely 
rights  to  renumeration,  not  exclusive  rights  of  authorisation. 

'There  are  two  exceptions  in  regard  to  patents:  the  European  patent,  granted  by  the  European 
Patent  Office  in  Munich  since  1978,  is  in  effect  in  eleven  European  countries,  viz.  Austria, 
Belgium,  France,  Germany  (Fed.  Rep.),  Italy,  Liechtenstein,  Luxembourg,  Netherlands,  Sweden, 
Switzerland,  United  Kingdom;  and  any  patent  granted  by  the  African  Intellectual  Property 
Organisation  in  Yaounde  since  1964  has  effect  in  twelve  African  countries,  viz.  Benin,  Cameroon, 
Central  African  Republic,  Chad,  Congo,  Oabon,  Ivory  Coust,  Mauritania,  Niger,  Senegal,  Togo,' 
Upper  Volta. 
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MULTILATERAL  ARRANGEMENT 

Protection  has  been  afforded  to  various  forms  of  intellectual  property 
through  a  number  of  multilateral  conventions.10  First,  the  Paris  Convention 
for  the  Protection  of  Industrial  Property  (the  Paris  Convention),  through  its 
signing  in  1883,  founded  the  International  Union  for  the  Protection  of  In- 
dustrial Property.  Second,  the  Berne  Convention  for  the  Protection  of 
Literary  and  Artistic  Works  (the  Berne  Convention),  which  was  signed  in 
Berne  in  1886,  established  the  International  Union  for  the  Protection  of 
Literary  and  Artistic  Works. 

Subsequent  to  the  Berne  Convention,  the  Universal  Copyright  Convention, 
signed  in  Geneva  in  1952,  was  concluded  to  provide  for  adequate  and  effective 
protection  of  the  right  of  authors  and  other  copyright  proprietors;  unlike  the 
other  two,  this  Convention  is  administered  by  Unesco.11  Neither  the  Berne 
Convention  nor  the  Universal  Copyright  Convention  applies  to  sound  recor- 
dings: for  this,  the  Geneva  Convention  for  the  Protection  of  Producers  of 
Phonograms  Against  Unauthorised  Duplication  of  Their  Phonograms  was 
concluded  in  1971  as  one  of  the  multilateral  conventions  on  neighbouring 
rights  in  regard  to  copyright.12 

Finally,  there  is  the  multilateral  Convention  Establishing  the  World  In- 
tellectual Property  Organisation  (WIPO  Convention),  signed  in  Stockholm  in 
1967;  WIPO  is  one  of  the  specialised  agencies  of  the  United  Nations  which  ad- 
ministers the  Paris  Convention  (and  other  related  treaties)  and  the  Berne  Con- 
vention (and  the  neighboring  rights).13  Both  the  U.S.  and  Indonesia  are  parties 
to  the  WIPO  Convention. 


,&rhere  are  also  multilateral  conventions  of  regional  nature  dealing  with  intellectual  property, 
such  as  the  Inter-American  Convention  for  the  Protection  of  Inventions,  Patents,  Designs  and  In- 
dustrial Models  (Buenos  Aires,  1910),  and  the  Inter-American  Convention  for  Trademark  and 
Commercial  Protection  (Washington,  1929). 

"Although  it  contains  certain  differences,  the  Universal  Copyright  Convention  may  be  re- 
garded as  complementing  the  Berne  Convention:  Article  XVII  of  the  Universal  Copyright  Conven- 
tion stipulates  that  "this  Convention  shall  not  in  any  way  affect  the  provisions  of  the  Berne  Con- 
vention for  the  Protection  of  Literary  and  Artistic  Works  or  membership  in  the  Union  created  by 
that  Convention." 

12The  other  neighboring  rights  are  protected  by  the  Rome  Convention  for  the  Protection  of 
Performers,  Producers  of  Phonograms  and  Broadcasting  Organisations  (1961),  and  the  Brussels 
Convention  Relating  to  the  Distribution  of  Programme-Carrying  Signals  Transmitted  by  Satellite. 

,3The  Universal  Copyright  Convention  contains  provision  concerning  its  co-existence  with  the 
Berne  Convention,  and  also  provides  that  the  Director  General  of  WIPO  may  attend,  in  an  ad- 
visory capacity,  the  meetings  of  the  Intergovernmental  Copyright  Committee  established  by  the 
Convention. 
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Out  of  a  number  of  125  States,  22  are  parties  to  the  five  multilateral  con- 
ventions mentioned  above.14 'The  U.S.  is  not  a  party  to  the  Berne  Convention 
but  belongs  to  the  other  four  along  with  Kenya,  Uruguay  and  Zaire.  While 
some  States  are  parties  only  to  the  Berne  Convention15,  and  others  to  the 
Universal  Copyright  Convention,16 'some  52  States  are  parties  to  both.17  In- 
donesia is  a  party  only  to  the  Paris  Convention  and  the  WIPO  Convention, 
along  with  Iraq,  Democratic  Republic  of  Korea  and  the  Republic  of  Korea. 


The  Paris  Convention 

The  Paris  Convention  has  been  revised  a  number  of  times  (at  Brussels, 
1900;  Washington,  1911;  the  Hague,  1925;  London,  1934;  Lisbon,  1958;  and 
!  Stockholm,  1967);  it  is  one  of  the  treaties  providing  for  substantive  protection 
i  of  intellectual  property.18  The  U.S.  is  a  party  to  the  Stockholm  revisions;  In- 
i  donesia  is  a  party  to  some  of  these  revisions,  but  not  with  respect  to  Articles 
1-12. 19  In  addition  to  the  treaties  providing  for  substantive  protection,  there 
are  also  Treaties  Facilitating  Protection  in  Several  Countries;20  Treaties 


,4There  are  Argentina,  Australia,  Austria,  Barbados,  Brazil,  Czechoslovakia,  Denmark, 
I  Finland,  France,  Germany  (Fed.  Rep.),  the  Holy  See,  Hungary,  Israel,  Italy,  Japan,  Luxembourg, 
!  Mexico,  Monaco,  New  Zealand,  Norway,  Sweden,  United  Kingdom  (See  Appendix  Table  1). « 

,sThe  States  are:  Benin,  Burkina  Faso,  Central  African  Republic,  Chad,  Congo,  Cyprus, 
1  Egypt,  Ivony  Coast,  Libya,  Madagascar,  Mali,  Mauritania,  Niger,  Rumania,  Ruanda,  South 
i  Africa,  Suriname,  Thailand,  Togo,  Turkey,  Uruguay,  Zaire,  Zimbabwe. 

,6These  are:  Algeria,  Andorra,  Bangladesh,  Belize,  Columbia,  Cuba,  Kampuchea,  Dominican 
1  Republic,  Equador,  El  Salvador,  Ghana,  Guatemala,  Haiti,  Kenya,  Liberia,  Malawi,  Mauritius, 
!  Nicaragua,  Nigeria,  Panama,  Paraguay,  Peru,  the  Soviet  Union,  the  United  States,  Zambia. 

"These  are:  Argentina,  Australia,  Austria,  the  Bahamas,  Barbados,  Belgium,  Brazil, 
1  Bulgaria,  Cameroon,  Canada,  Chile,  Costa  Rica,  Czechoslovakia,  Denmark,  Fiji,  Finland, 
1  France,  German  Democratic  Republic,  Germany  (Fed.  Rep.),  Greece,  Guinea,  the  Holy  See, 
1  Hungary,  Iceland,  India,  Ireland,  Israel,  Italy,  Japan,  Lebanon,  Liechtenstein,  Luxembourg, 
!  Malta,  Mexico,  Monaco,  Morocco,  Netherlands,  New  Zealand,  Norway,  Pakistan,  Philippines, 
1  Poland,  Portugal,  Senegal,  Spain,  Sri  Lanka,  Sweden,  Switzerland,  Tunisia,  the  United  Kingdom, 
'Venezuela,  Yugoslavia. 

"The  other  is  the  Madrid  Agreement  for  the  Repression  of  False  or  Deceptive  Indications  of 
I  Source  on  Goods  (1891). 

"Accordingly,  it  is  bound  only  by  those  articles  as  earlier  revised  at  London;  in  signing  the 
•  Stockholm  revision  on  12  June  1968,  Indonesia  exercised  the  right  not  to  bind  itself  to  resolve 
f  dispute  before  the  International  Court  of  Justice  in  accordance  with  Article  M(2)  of  the  Parii 

Convention. 

^n  the  field  of  patents:  Patent  Co-operation  Treaty  (1970),  Budapest  Treaty  on  the  Interna- 
i  tional  Recognition  of  the  Deposit  of  Microorganisms  for  the  Purposes  of  Patent  Procedure  (1977); 
i  in  trademarks:  Madrid  Agreement  Concerning  the  International  Registration  of  Marks  (1891), 
Trademark  Registration  Treaty  (1973);  In  appellations  of  origin:  Lisbon  Agreement  for  the  Pro- 
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Establishing  International  Classifications;21  and  International  Convention  for 
the  Protection  of  New  Varieties  of  Plants  (1961). 

Industrial  property  under  the  Paris  Convention  applies  in  the  broadest 
sense,  not  only  in  industry  and  commerce  proper,  but  likewise  to  agricultural 
and  extractive  industry  and  to  all  manufactured  or  natural  products.  The  pro- 
tection of  industrial  property  has  as  its  subject  not  only  patents,  trademarks, 
service  marks,  and  industrial  designs,  but  also  utility  models  (a  kind  of  small 
patent),  trade  names  (designations  under  which  an  industrial  or  commercial 
activity  is  carried  on),  indications  of  source  or  appellations  of  origin,  and  the 
repression  of  unfair  competition.  The  substantive  provisions  of  the  Paris  Con- 
vention fall  into  three  main  categories,  viz.  national  treatment,22  rights  of  I 
priority,23  and  common  rules. 

The  Paris  Convention  lays  down  a  few  common  rules  outside  the  details  of 
procedure  and  administration,  which  must  be  followed  by  all  the  contracting 
States  and  include  the  following: 

1.  Patents:  The  grant  of  a  patent  in  a  contracting  State  may  not  be  refused, 
and  a  patent  may  not  be  invalidated,  on  the  ground  that  the  sale  of  the  pa- 
tented product,  or  a  product  obtained  by  means  of  a  patented  process,  is 
subject  to  restrictions  or  limitations  resulting  from  the  domestic  law.  Pa- 
tents granted  in  different  contracting  States  are  independent  of  each  other: 
on  the  one  hand,  the  granting  of  a  patent  in  one  country  does  not  oblige 
other  countries  to  grant  a  patent;  on  the  other,  in  any  country  a  patent  can- 

tection  of  Appellations  of  Origin  and  Their  International  Registration  (1958);  in  industrial 
designs:  The  Hague  Agreement  Concerning  the  International  Deposit  of  Industrial  Designs  (1925), 
Vienna  Agreement  for  the  Protection  of  Type  Faces  and  Their  International  Deposit  (1973);  in 
scientific  discoveries:  Geneva  Treaty  on  the  International  Recording  of  Scientific  Discoveries 
(1978). 

21These  are:  International  Patent  Classification  Agreement  (1971),  Nice  Agreement  Concern- 
ing the  International  Classification  of  Goods  and  Services  for  the  Purposes  of  the  Registration  of  . 
Marks  (1957),  Vienna  Agreement  Establishing  an  International  Classification  of  the  Figurative 
Elements  of  Marks  (1973),  Locarno  Agreement  Establishing  an  International  Classification  for  In-  I 
dustrial  Designs  (1968). 

^Each  contracting  State  must  grant  the  same  protection  to  the  inventions,  trademarks  and 
other  objects  of  industrial  property  of  the  nationals  of  the  other  contracting  States  as  it  accords  to 
those  of  its  own  nationals.  The  provision  guarantees  that  foreigners  will  be  protected  and  not 
discriminated  against  in  any  way. 

23Allowing  foreigners,  without  losing  their  claim  to  novelty,  to  file  their  applications  for 
patents  up  to  a  year  after  first  filing  in  the  country  of  origin.  On  the  basis  of  a  regular  first  applica- 
tion filed  in  one  of  the  contracting  States,  the  applicant  may,  within  a  certain  period  of  time  (6  or 
12  months),  apply  for  protection  in  all  the  other  contracting  States.  The  later  applications  will  be 
regarded  as  if  they  had  been  filed  on  the  some  day  as  the  first  application,  and  will  have  priority 
over  applications  which  may  have  been  filed  during  the  period  by  other  persons  for  the  same  in- 
vention; being  based  on  the  first  application,  these  later  applications  will  not  be  invalidated  by  any 
act  accomplished  in  the  interval. 
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not  be  refused,  annulled,  or  terminated  on  the  ground  that  it  has  been  so 
decided  in  any  other  country.  Except  for  the  provisions  that  must  be  com- 
plied with,  each  contracting  State  is  left  free  to  legislate  as  it  wishes.  In 
particular,  the  country  is  free  to  exclude  certain  kinds  of  products  or  pro- 
cesses from  patentability;  to  decide  whether  patents  should  be  granted  with 
or  without  an  examination  as  to  their  novelty  and  patentability;  and  to  fix 
the  duration  of  patents.  Furthermore,  each  country  may  take  legislative 
measures  providing  for  the  grant  of  compulsory  licenses  to  prevent  abuses 
which  might  result  from  the  exclusive  rights  conferred  by  a  patent. 
2.  Trademarks:  Since  conditions  for  the  filing  and  registration  of  trademarks 
are  determined  by  the  domestic  law  of  a  contracting  State,  no  application 
filed  by  a  national  of  a  contracting  State  may  be  refused,  nor  may  a  regis- 
tration be  invalidated,  on  the  ground  that  filing,  registration  or  renewal  has 
not  been  effected  in  the  country  of  origin.24  After  its  registration  in  a  con- 
tracting State,  a  trademark  is  independent  of  its  possible  registration  in 
any  other  country,  including  the  country  of  origin;  where  a  trademark  is 
duly  registered  in  the  country  of  origin,  it  must,  on  request,  be  accepted 
for  filing  and  protected  in  its  original  form  in  other  contracting  States  ex- 
cept in  some  well-defined  cases. 

Each  contracting  State  is  free  to  decide  whether  the  right  of  a  trademark 
may  be  acquired  by  use  or  registration,  and  whether  applications  for  the 
registration  of  trademarks  should  be  subject  to  an  examination  in  order  to 
determine  whether  they  conflict  with  existing  registrations. 


The  Berne  Convention 


The  Berne  Convention  has  been  revised  several  times  (at  Berlin  in  1908; 
Rome,  1928;  Brussel,  1948;  Stockholm,  1967;  and  Paris,  1971).  Neither  the 
U.S.  nor  Indonesia  is  a  party  to  the  Berne  Convention;  Indonesia  was  once  a 
party  but  later  withdrew  in  1958.  As  noted  earlier,  the  U.S.  is  a  party  to  the 
Universal  Copyright  Convention. 

The  Berne  Convention  provides  for  the  protection  of  the  rights  of  authors 
in  their  literary  and  artistic  works.25  The  minimum  standards  of  protection 

"Each  contracting  State,  however,  must  refuse  registration  and  prohibit  the  use  of  trademarks 
which  constitute  a  reproduction,  imitation  or  translation,  liable  to  create  confusion,  of  a  trade- 
mark considered  by  the  competent  authority  to  be  well  known  in  the  country  and  used  for  identical 
and  similar  goods,  and  which  contain,  without  authorisation,  state  emblems  and  official  signs  and 
hallmarks  as  well  as  armorial  bearings,  flags,  other  emblems,  abbreviations  and  names  of  certain 
international  organisations. 

25In  the  Universal  Copyright  Convention,  each  contracting  State  undertakes  to  provide  for  the 
adequate  and  effective  protection  of  the  rights  of  authors  and  other  copyright  proprietors  in 
literary,  scientific  and  artistic  works. 
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relate  to  the  works  and  rights  to  be  protected  and  the  duration  of  the  protec- 
tion; the  developing  countries  may  depart  from  the  minimum  standards  of 
protection  with  regard  to  the  rights  of  translation  and  of  reproduction.26 

As  to  the  minimum  standards  of  protection,  the  following  can  be  noted. 
First,  literary  and  artistic  works  include  every  production  in  the  literary,  scien- 
tific and  artistic  domain,  whatever  may  be  the  mode  or  form  of  its  expression, 
except  for  news  of  the  day  or  miscellaneous  facts  having  the  character  of  mere 
items  of  press  information.  Secondly,  these  rights  must  be  considered  as  ex- 
clusive rights  of  authorisation,  subject  to  certain  permitted  reservations, 
limitations  or  exceptions:  the  right  to  translate;  to  perform  in  public;  to  broad- 
cast (with  the  possibility  of  a  mere  right  of  renumeration);  to  make  reproduc- 
tions in  any  manner  or  form  (with  the  possibility,  in  the  case  of  musical  works, 
of  providing  a  mere  right  of  renumeration);  to  make  motion  pictures  of  the 
work,  or  use  the  work  in  motion  pictures,  and  to  use  the  resulting  motion  pic- 
tures; to  make  adaptations  and  arrangements  of  the  work.  Third,  in  regard  to 
the  duration,  in  general  protection  must  be  granted  until  the  expiration  of  the 
fiftieth  year  after  the  death  of  the  author. 

In  regard  to  the  developing  countries,  the  Appendix  to  the  Paris  Act  of 
1971  contains  the  provisious  that  reservations  with  respect  to  the  rights  of 
translation  or  of  reproduction  may  be  made  by  instituting  a  system  of  com- 
pulsory, non-exclusive  and  non- transferable  licences.  Ony  nationals  of 
developing  countries  may  apply  for  a  compulsory  licence:  licences  to  translate 
works  may  be  granted  for  the  purpose  of  teaching,  scholarship  or  research; 
licences  to  reproduce  may  be  granted  only  for  use  in  connection  with 
systematic  instructional  activities.  Except  in  special  cases,  export  of  copies 
made  under  a  compulsory  licence  is  prohibited. 

The  Berne  Convention  rests  on  the  principle  of  national  treatment  or 
assimilation  (works  originating  in  one  of  the  contracting  States  must  be  given 
the  same  protection  in  each  of  the  other  contracting  States  as  the  latter  grants 
to  the  works  of  its  own  nationals);  the  principle  of  automatic  protection 
(protection  must  not  be  conditional  upon  the  compliance  with  any  formality); 
and  the  principle  of  the  independence  of  protection  (protection  is  independent 
of  the  existence  of  protection  in  the  country  of  origin  of  the  work).  It  shall, 
however,  be  a  matter  for  legislation  in  the  contracting  States  to  prescribe  that 
works  in  general  or  any  categories  of  works  shall  not  be  protected  unless  they 
have  been  fixed  in  some  material  form. 


MIn  the  Universal  Copyrights  Convention,  special  provisions  for  the  developing  countries  in 
regard  to  the  rights  of  translation  and  of  reproduction  are  contained  in  Article  Vter  and  Article 
Vquater. 
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THE  U.S.  CONCERN 

For  the  protection  of  intellectual  property,  the  U.S.  has  entered  into  a  large 
number  of  bilateral  agreements.  Based  on  the  authority  granted  to  the  Presi- 
dent by  the  U.S.  Copyright  Act,  executive  agreements27  were  made;  a  number 
of  these  agreements  were  suspended  when  the  U.S.  and  the  other  countries 
become  parties  to  a  multilateral  convention  on  copyright.  Other  types  of 
bilateral  agreements  for  the  protection  of  intellectual  property  include  certain 
treaties  of  friendship  and  commerce28  and  the  newest  series  of  bilateral  invest- 
ment treaties.29 

The  multilateral  conventions  as  well  as  bilateral  agreements  and  treaties 
mow  in  force  are  in  general  based  on  the  principle  of  national  treatment.30  Ac- 
cordingly, the  standard  of  protection  given  to  both  nationals  and  foreigners 
lultimately  depends  on  what  protection  is  effected  by  each  contracting  State  to 
tits  own  intellectual  property.  In  recent  years,  however,  the  U.S.  Governments 
apparently  has  grown  increasingly  concerned  that  the  existing  conventions  and 
treaties  have  serious  limitations  and  are  inadequate  for  providing  response  to 
perceived  challenges  to  U.S.  intellectual  property  rights.  Believing  that  the 
technologies  and  innovations  that  these  rights  preserve  and  nurture  will  help 
determine  tomorrow's  trade  patterns,  the  U.S.  considers  intellectual  property 
a  critical  issue  for  the  future  of  world  trade;  it  even  seems  to  have  been  feared 
that  if  the  present  situation  continues,  "the  comparative  advantage  of 
technologically  advanced  nations  may  be  lost"  and  "world  economic  growth 
imay  slow  down  as  well."31 

In  the  view  of  the  U.S.,  the  intellectual  property  protection  system  now  in 
existent  is  becoming  increasingly  strained  as  technology  rapidly  advances; 
since  the  importance  of  protecting  intellectual  property  rights  has  increased 

(1957)      ^  A8rCementS  Effected  bv  Exchange  of  Notes:  U.S.-India  (signed  in  1954),  U.S.-Brazil 

MSuch  as  the  Treaty  of  Amity  and  Economic  Relations,  U.S.-Thailand  (1966). 

MIn  these  investment  treaties,  the  meaning  of  investment  also  includes  intellectual  and  in- 
dustrial property  rights,  including  rights  with  respect  to  copyrights,  patents,  trademarks,  trade 
names,  industrial  designs,  trade  secrets  and  know-how,  and  goodwill;  a  State  party  to  these 
treaties  must  afford  full  protection  and  security  to  the  intellectual  property  rights  of  the  citizens  of 
the  other  State  in  accordance  with  applicable  national  laws  and  international  law  The  U  S  has 
negotiated  such  bilateral  treaties  with  Bangladesh,  Cameroon,  Egypt,  Grenada,  Haiti,  Morocco 
(Panama,  Senegal,  Turkey,  and  Zaire;  these  treaties,  however,  have  yet  to  be  ratified  by  the  U  S* 
Ijenate.  '  ' 

^The  latest  series  of  U.S.  bilateral  investment  treaties,  however,  require  either  national  treat- 
ment or  most-favoured-nation  status,  whichever  would  afford  greater  protection. 

5  QR^qs IT""'  ReP°rJ  °flhe  PreS'dent  °f  tHe  Un"ed  States  on  the  Trade  Ag™™nt  Programs, 
^984-1985  (transmitted  to  Congress  February  1986),  p.  54. 
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with  the  pace  of  technological  change,  what  has  been  considered  by  the  U.S.  as 
varying  and  sometimes  low  degree  of  protection  now  accorded  to  these  rights 
internationally  should  be  rectified.32  According  to  the  U.S.,  in  recent  years 
government  policies  also  have  not  kept  pace  with  rapid  technological  ad- 
vances; in  bio-technology,  for  example,  there  are  differences  of  view  on 
whether  patent  protection  can  be  applied  to  genetically  engineered  micro- 
organisms or  bio-genetics. 

Even  when  considering  the  traditional  areas  of  protection,  the  U.S.  holds 
the  view  that  there  are  several  problems  in  intellectual  property  that  need  to  be 
resolved.33  First,  some  countries  are  not  parties  to  any  multilateral  convention 
or  bilateral  agreement  regulating  the  protection  of  intellectual  property. 
Secondly,  even  if  the  countries  concerned  are  in  fact  contracting  States,  most 
of  the  multilateral  conventions  are  not  self-executing  and  instead  depend  on 
the  enactment  of  national  legislation  and  effective  enforcement. 

Intellectual  property  rights  are  defined  by  and  flow  from  national  laws;  the 
international  regimes  for  the  protection  of  intellectual  property  had  originally 
been  developed  to  promote  the  concept  of  national  rights.  It  has  been  sug- 
gested that  at  the  national  level  U.S.  holders  of  intellectual  property  rights  face 
inadequate  laws  abroad  or,  even  when  adequate  laws  exist,  with  inadequate 
enforcement  by  the  administrative  and  judicial  branches  of  government.34  The 
complaints,  among  others,  are:  some  countries  do  not  allow  product  based 
patents;  only  provide  limited  copyright  protection  while  their  copyright  laws 
do  not  cover  many  new  and  evolving  works  (such  as  computer  software  and 
satellite  retransmissions)  or  do  not  even  cover  foreign  works;  allow  piracy  to 
thrive  even  when  they  have  nominally  good  laws,  through  inadequate  penalties 
that  have  no  meaningful  deterrent  effect  and  a  lack  of  commitment  to  enforce 
the  rights  guaranteed  by  the  laws. 


^Annual  Report  of  the  President,  1984-1985,  pp.  54  and  61. 

33See  Office  of  the  United  States  Trade  Representative,  "Administration  Statement  on  the 
Protection  of  U.S.  Intellectual  Property  Right?  Abroad,"  of  April  1986,  and  also  "Recommen- 
dations of  the  Task  Force  on  Intellectual  Property  to  the  Advisory  Committee  for  Trade  Negotia- 
tions," in  "Summary  of  the  Phase  I"  (October  1985)  and  "Summary  of  the  Phase  II"  (March 
1986). 

34The  Task  Force  has  charged  that  the  U.S.  copyright  industries  lose  over  US$1.7  billion  an- 
nually as  a  result  of  the  failure  of  Brazil,  Egypt,  Indonesia,  Korea,  Malaysia,  Nigeria,  Philippines, 
Singapore,  Taiwan,  and  Thailand  to  provide  adequate  and  effective  protection  to  U.S.  copy- 
righted works  (see  "Summary  of  Phase  I,"  p.  2).  The  Subcommittee  on  Oversight  and  Investiga- 
tions Committee  "unanimously  concluded  that  the  sale  and  use  of  foreign  counterfeit  products 
and  other  violations  of  U.S.  intellectual  property  rights  cost  American  companies  billions  of 
dollars  in  sales  at  home  and  abroad"  (House  of  Representatives,  REPT.  99-468,  Part  I,  on  "Trade 
Law  Modernization  Act"  30  January  1986,  p.  17).  According  to  the  U.S.  Trade  Commission, 
some  US$6  to  US$8  billion  of  domestic  and  export  sales  by  U.S.  companies  were  lost  in  1982. 
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Third,  the  principle  of  national  treatment,  without  a  satisfactory  definition 
of  the  minimum  level  of  protection  as  well  as  established  standards,  creates 
uncertainty.  Although  existing  multilateral  conventions  have  set  minimum 
standards,  the  U.S.  considers  that  the  standards  contained  therein  are  too 
weak,  especially  in  the  patent  area:  a  country  can  be  in  full  compliance  with 
multilateral  conventions  although  it  may  not  provide  any  protection  whatso- 
ever for  entire  classes  of  products  (such  as  chemical  compounds,  pharmaceu- 
ticals) while  many  new  and  emerging  technologies  (such  as  semi-conductor 
chips,  software)  are  not  explicitly  covered.35  Furthermore,  it  has  also  been  sug- 
gested that  the  value  of  intellectual  property  rights  of  U.S.  nationals  is 
diminished  by  a  variety  of  practices  perfectly  in  keeping  with  multilateral  con- 
ventions (such  as  compulsory  licencing  policies  that  fail  to  provide  prompt, 
adequate  and  effective  compensation). 

Finally,  the  U.S.  considers  that  the  dispute  settlement  and  enforcement 
mechanism  of  existing  multilateral  conventions  is  ineffective. 

In  the  light  of  these  problems,  the  U.S.  strategy  is  to  pursue  vigourously 
the  strengthening  of  intellectual  property  protection  using  multilateral  conven- 
tions as  well  as  bilateral  and  domestic  policy  instruments.  The  focus  is  a  trade- 
based  approach  which  could  include  negotiating  a  code  or  agreement  within 
G ATT. 36  Such  an  approach  could  involve  improving  basic  standards  of  pro- 
tection, an  international  enforcement  mechanism  to  guard  rights,  and  con- 
sultation and  dispute  settlement  mechanisms. 

While  a  multilateral  approach  may  be  beneficial  in  the  long  run,  in  the  in- 
terim a  view  seems  to  have  been  held  that  the  bilateral  and  unilateral  efforts 
would  have  better  prospect  of  improving  the  level  of  intellectual  property  pro- 
tection. In  this  regard,  the  Task  Force  has  suggested  that  the  bilateral  strategy 
contains  two  elements  that  constitute  a  carrot  and  stick  approach  which,  while 
operating  on  two  distinct  levels,  each  does  not  have  to  work  at  cross  purposes: 
one  is  the  more  traditional  approach  of  providing  technical  assistance  for  im- 
proving intellectual  property  protection;  the  other  is  trade-based  initiatives, 
which  link  the  provisions  of  trade  benefits  in  the  U.S.  market  to  proper  in- 
tellectual property  protection  abroad,  for  example  through  more  vigourous 

35For  an  illustration  of  fields  of  exclusion  from  patentability  in  various  countries  at  around 
1975,  see  Appendix,  Table  2. 

"Inherent  in  the  concept  of  the  trade-based  approach  is  a  multilateral  dimension  which 
recognises  that  the  lack  of  intellectual  property  protection  and  enforcement  is  trade  distorting  and 
thus  can  become  a  proper  subject  for  consideration  under  the  Multilateral  Trade  Negotiations.  It 
can  be  noted  that  the  GATT  has  already  undertaken  some  work  in  the  form  of  a  draft  anti- 
counterfeiting  code;  the  U.S.,  however,  considers  that  such  an  agreement  only  covers  trademarks, 
while  deficiencies  in  the  protection  of  patents  and  copyrights,  and  for  new  and  evolving 
technologies,  must  also  be  addressed. 
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enforcement  of  a  strengthened  Section  337  and  initiation  of  Section  301. 37 

Currently,  the  Annual  Report  on  National  Trade  Estimates  (published  as 
required  by  Section  303  of  the  Trade  and  Tariff  Act  of  1984)  has  classified  the 
"Lack  of  Intellectual  Property  Protection"  as  one  of  the  12  categories  of 
country  barriers  and  distortions.  Among  the  reported  bilateral  trade  issues,  the 
U.S.  has  singled  out  intellectual  property  as  an  issue  in  regard  to  two  coun- 
tries, viz.  the  Republic  of  Korea  and  Taiwan.38 

With  regard  to  Korea,  the  U.S.  was  concerned  about  weak  patent  protec- 
tion for  chemicals  and  pharmaceuticals,  the  absence  of  copyright  protection 
for  foreigners  and  of  explicit  copyright  protection  for  computer  software,  and 
difficulties  in  meeting  trademark  use  requirements  for  goods  subject  to  import 
restrictions;  while  technical  discussions  on  copyright  were  held  in  November 
1984,  and  on  patents  and  trademarks  planned  for  mid-1985,  a  Section  301  pro- 
ceeding was  nevertheless  initiated  on  23  September  1985.  Taiwan,  on  the  other 
hand,  has  established  working  groups  (on  patent  protection  for  chemicals,  fair 
trade  practices  and  copyright  issue),  an  anti-counterfeiting  committee  (in  the 
Ministry  of  Economic  Affairs  to  handle  cases  of  trademark  infringement,  and 
there  is  also  a  national  anti-counterfeiting  committee  to  increase  public 
awareness  of  the  need  to  combat  counterfeiting),  and  revised  its  copyright  law 
in  June  1985.39 


37See  "Summary  of  the  Phase  II."  Linkage  of  continued  access  to  the  U.S.  market  to  progress 
on  the  intellectual  property  issue  has  already  been  institutionalised  in  the  GSP  and  Section  301 
provisions  of  the  Trade  and  Tariff  Act  of  1984  and  the  Caribbean  Basin  Economic  Recovery  Act 
of  1983.  The  Task  Force  has  urged  that  this  linkage  be  extended  to  other  U.S.  programmes  or  fun- 
ding sources,  and  recommended  that  the  omnibus  trade  legislation  should  include  language  that 
specifically  link  eligibity  for  the  programmes  to  improved  intellectual  property  protection  and  en- 
forcement abroad. 

^Annual  Report  of  the  President,  1984-1985,  pp.  83-84. 

39The  publicity  of  Taiwan  counterfeiting  problems  unexpectedly  focused  world  attention  on 
the  high  quality  of  some  of  the  products  made  in  Taiwan.  It  has  been  suggested  on  the  other  hand 
that  "in  the  past  few  years,  quite  a  few  disputes  over  counterfeiting  have  resulted  in  a  joint  venture 
between  both  parties."  Originally,  "the  infringed  foreign  companies  first  reacted  with  besumed 
contempt,  resting  assured  that  these  cheap  imitations  would  die  out  in  their  own  time.  When  the 
counterfeiters  improved  on  their  crafts  and  stepped  up  their  distribution  efforts,  these  foreign 
companies  turned  from  impatient  annoyance  to  nervous  uneasiness,  but  did  very  little  to  stop  the 
counterfeiting  activities.  ...  It  was  not  until  they  saw  their  market  share  severely  undercut  by  the 
presence  of  counterfeit  products  on  their  own  territory  that  they  finally  became  aware  of  the  reali- 
ty that  someting  must  be  done.  ...  In  their  attempt  to  protest  and  enjoin  the  counterfeiting  ac- 
tivities, their  agitated  irritation  grew  to  bursting  outrage.  The  legal  system  of  a  foreign  country 
proved  incomprehensible;  the  red-tape  seemingly  endless;  the  environment  inhospitable;  and, 
worst  of  all,  the  counterfeiting  appeared  irrepressible."  (See  Paul  S.P.  Hsu,  "The  Protection  of 
Industrial  and  Intellectual  Property  in  the  Asia  Pacific  Area  -  Taiwan,  RoC,  as  a  Case  Study,"  pp. 
2-7). 
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On  the  bilateral  approach,  it  has  been  suggested  that  "the  U.S.  has  made 
some  progress  on  intellectual  property  through  bilateral  approaches.  These 
have  been  particularly  effective  in  Taiwan  and  are  showing  promise  in 
Singapore  and  Malaysia.  We  initiated  a  Section  301  investigation  against 
Korea  on  intellectual  property  because  longstanding  consultations  were  not 
leading  to  a  positive  outcome."40 


INTELLECTUAL  PROPERTY  IN  INDONESIA 

As  referred  to  earlier,.  Indonesia  is  a  signatory  to  the  Paris  Convention;  the 
corresponding  national  law  that  exists  is  confined  to  the  trademark  legislation 
(Law  No.  21,  1961,  on  Manufacturer's  Marks  and  Trademarks)  while  a  draft 
patent  law  is  still  under  review.41  On  the  other  hand,  although  Indonesia  is 
neither  a  party  to  the  Berne  Convention  nor  the  United  Copyright  Convention, 
protection  is  being  afforded  through  the  legislation  of  a  copyright  law  (Law 
No.  6,  1982,  on  Copyright). 

Indonesia  is  alone  among  the  ASEAN  countries,  and  one  of  the  very  few 
among  the  developing  countries  in  Asia  and  the  Pacific,  in  not  having  a  patent 
legislation.42  Apparently,  however,  the  absence  of  a  patent  law  has  not  deter- 
red foreign  investment  and  technology  inflows,  and  the  lack  of  intellectual 
property  protection  in  regard  to  patent  has  not  emerged  as  an  important  issue. 
While  no  evidence  is  available,  it  has  been  suggested  that  "the  lack  of  an  In- 
donesian patent  law  undoubtedly  deters  some  U.S.  investment  in  pharmaceu- 
ticals, chemicals  and  high  technology  from  entering  Indonesia."43 

In  regard  to  copyright  protection,  on  the  other  hand,  despite  the  adoption 
of  the  law  on  copyrights  there  has  been  an  allegation  made  by  the  International 
Intellectual  Property  Alliance  that  Indonesia  fails  to  provide  adequate  and  ef- 
fective copyright  protection  for  foreign  nationals,  including  U.S.  copyright 

•"See  "The  Pacific  Basin's  Stake  in  the  New  Trade  Round,"  speech  delivered  by  the  U  S 
Trade  Representative  at  the  First  Pacific  Trade  Policy  Forum,  San  Fransisco,  22  March  1986,  p.' 8.' 

-"The  colonial  law  on  patent,  Octrooiwet  1910,  was  made  inapplicable  because  it  is  not  in  ac- 
cordance with i  the  principle  of  a  sovereign  State.  Instead,  and  in  anticipation  of  the  legislation  of  a 

KeZuZn  k    Y^ZlIlTl?  iSSUCd  E  dCCreC  °n  12  AU8USt  1953  ^numuman  Menterl 

on  2S iJ«  i m   ^     ^  'entanS  Permohonan  Sementa">  ^ndaftaran  Oktroi)  and 

vestors  ™ „1  L  H     ™  ^  ^  °f  tempon,ry  app,ication  for  ^  registration;  in- 

vestors are  allowed  to  file  patent  applications  which,  by  virtue  of  Indonesias  accession  to  the  Paris 

estTh.Uh  T  (ParticUla^  Article  4-A-]  of  the  Convention  as  revised  in  London  on  2  June  1934) 

T^T  t  Pn°,   *  ?  m  f0/ thC  aPP'lcant  °nCC  a  Patent  Iaw  is  Pflssed- 11  ca«  ^  noted  that  unde 
the  foreign  investment  law  of  1967  the  meaning  of  foreign  investment  also  includes  inventions. 

<2See  Appendix,  Table  3, 

n Annual  Report  on  National  Trade  Estimates.  1985,  p.  104. 
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owners;  the  Alliance  made  petition  on  1  June  1986  that  the  President  deny 
Generalised  System  of  Preferences  benefits  to  Indonesia.  The  Government  of 
Indonesia,  however,  considers  the  petition  unique,  ill-founded  and  inap- 
propriately timed,  and  has  formally  requested  that  the  Office  of  the  U.S. 
Trade  Representative  decline  to  accept  the  Alliance  petition  for  review.44 

There  is,  on  the  other  hand,  a  problem  worthy  of  consideration.  The  of- 
ficial publication  of  the  U.S.  Government  has  noted  that  "copyright  infringe- 
ment in  Indonesia  poses  a  particularly  serious  problem  for  the  U.S.  recording 
industry.  Indonesia's  law  does  not  extend  specific  copyright  protection  to 
sound  recordings.  Nor  is  Indonesia  a  signatory  to  any  international  convention 
that  does  so.  The  possibility  of  video  cassette  piracy  is  of  concern  to  the  U.S. 
motion  picture  industry,  ...  It  has  been  estimated  that  40  million  counterfeit 
tapes  worth  US$75  million  were  manufactured  and  sold  in  Indonesia  in 
1983."43 

The  infringement  of  copyrights  is  by  no  means  of  concern  to  U.S.  nationals 
only.  Authors  and  publishers  as  well  as  artists  and  producers  of  Indonesian  na- 
tionals are  all  facing  the  problem,  perhaps  to  a  much  greater  degree  and  in- 
volving much  larger  financial  loss;  the  government  has  lost  considerable 
amounts  of  tax  revenues  as  the  result  of  the  circulation  and  sales  of  pirated 
products.  The  public  is  of  course  very  much  concerned  about  the  production 
and  sales  of  pirated  pornographic  video  cassettes  and  materials;  despite 
various  raids,  however,  the  activities  have  not  been  successfully  repressed,  but 
Indonesia  does  not  seem  to  be  unique  in  this  regard. 

It  is  well  understood  in  Indonesia  that  piracy  and  the  infringement  of 
copyright  in  general  is  a  crime.  But  it  can  happen  anywhere  and  at  any  time, 
including  in  the  United  States,  regardless  of  the  presence  of  an  adequate  copy- 
right law.  Aside  from  the  question  of  whether  existing  Indonesian  law  is  defi- 
cient or  not,  there  are  still  problems  in  regard  to  effective  enforcement  of  the 
law  itself  as  well  as  in  creating  or  developing  public  understanding  and 
awareness  of  the  legal  concept  and  the  moral  norms  of  protecting  intellectual 
property  rights,  and  in  designing,  organising  and  managing  an  administration 
system  for  the  effective  implementation  of  the  law. 

Aware  of  the  complex  problems  involved,  the  government  is  nevertheless 
committed  to  strengthen  the  protection  of  intellectual  property  rights  in  In- 
donesia in  accordance  with  its  own  national  interest  and  its  responsibilities  as  a 
member  of  the  international  community.  Having  adopted  a  copyright  law,  In- 
donesia respects  copyrights,  and  at  the  same  time  is  still  open  to  the  suggestion 
of' whether  the  existing  law  needs  to  be  improved. 

u As  contained  In  the  letter  of  the  Ambassador  of  the  Republic  of  Indonesia  to  the  U.S.  Trade 
Representative  dated  26  June  1986. 

1,1  Annual  Report  on  Trade  Estimates,  1985,  p.  104. 
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As  a  reflection  of  the  priority  attached  by  the  government,  the  president 
through  the  Presidential  Decision  No.  34,  30  July  1986,  has  formed  an  inter- 
departmental Task  Force  headed  by  a  Minister  who  is  concurrently  the 
Cabinet  Secretary,  charged  with  the  responsibility  of  speeding  up  the  solution 
of  problems  relating  to  the  implementation  of  existing  laws  on  copyright  and 
trademarks  as  well  as  the  completion  of  the  patent  legislation.  The  Task  Force 
has  held  a  series  of  hearings  and  exchange  of  views  with  the  interested  parties 
involved. 

During  President  Reagan's  visit  to  Bali  in  May  1986,  the  U.S.  delegation 
met  with  the  Indonesian  counterpart  to  discuss  extensively  the  issue  of  the  pro- 
tection of  intellectual  property.  Subsequently,  serious  and  meaningful  discus- 
sions on  the  issue  have  been  held  in  good  faith,  officials  from  the  U.S.  have 
visited  Indonesia  to  conduct  dialogue,  and  joint  efforts  have  been  undertaken 
to  hold  seminars  on  intellectual  property  rights  for  business  and  government 
leaders  in  Indonesia. 

The  process  of  creating  adequate  legislations  and  developing  an  effective 
system  for  the  protection  of  intellectual  property  rights  is,  as  in  anywhere  else, 
time-consuming  and  cannot  be  expected  to  produce  dramatic  results  over- 
night. Bilateral  co-operation  is  essential  and  desirable  for  accelerating  the  pro- 
cess. But  it  cannot  be  taken  for  granted  that  the  meaning  of  intellectual  pro- 
perty rights  as  it  concerns  the  national  interest  of  Indonesia  is  fully  appreciated 
by  the  public,  and  care  must  be  exercised  so  as  not  to  create  an  atmosphere  or 
impression  of  outside  pressure  from  whomsoever.  To  some,  including  the 
writer,  intellectual  property  right  still  constitute  exotic  words. 
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1.  Algeria 

2.  Andorra 

3.  Argentina 

4.  Australia 

5.  Austria 

6.  Bahamas 

7.  Bangladesh 
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37.  France 
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41.  Germany  Fed.  Rep. 

x 

x 

x 

x 

42.  Ghana 

x 

xc 

43.  Greece 

x 

x 

xc 

44.  Guatemala 

xc 

x  . 

x 

45.  Guinea 

x 

x 

x 

46.  Haiti 

x 

xc 

x 

47.  Holy  See 

x 

x 

'i  ,         '  ri ' 

x 

48.  Honduras 

x 

49.  Hungary 

xa 

x 

x 

x 

x 

50.  Iceland 

x 

xc 

51.  India 

x 

xc 

x 

x 

52.  Indonesia 

-  rxS  3 

x 

53.  Iraq 

xa 

x 

54.  Ireland 

x 

x 

xc 

55.  Israel 

x 

x 

xc 

JC 

-  x; 

56.  Italy 

x 

x 

x 

x 

J/.    IVUiy  v.UdM 

X 

X 

X 

58.  Jamaica 

X 

59.  Japan 

X 

X 

X 

X 

X 

60.  Jordan 

X 

X 

61.  Kenya 

X 

X 

X 

oz,  mjicq  L/C 1 11 .  i\cp. 

x 

ftl     Knrrn  Hen 

x 

X 

64.  Laos 

xc 

65.  Lebanon 

X 

xc 

66.  Liberia 

xc 

67.  Libya 

x" 

X 

X 

68.  Liechtenstein 

X 

X 

xc 

X 

69.  Luxembourg 

X 

X 

xc 

X 

X 

70.  Madagascar 

X 

X 

71.  Malawi 

X 

xc 

X 

72.  Mali 

X 

X 

X 

Appendix  1  (continued) 


(1) 

(2) 

(3) 

73.  Malta 

a  h 

X 

xc 

74.  Mauritania 

X 

X 

75.  Mauritius 

X 

xc 

7o.  Mexico 

X 

X 

X 

77.  Monaco 

X 

X 

X 

78.  Mongolia 

/y.  Morocco 

X 

X 

fill.  iNetnerianas 

X 

X 

xc 

81.  New  Zealand 

X 

X 

x° 

82.  Nicaragua 

xc 

83.  Niger 

X  . 

X 

84.  Nigeria 

UJ- xf"/' 

85.  Norway 

X 

X 

X 

oo.  rakistan 

X 

xc 

87.  Panama 

X 

88.  Paraguay 

xc 

89.  Peru 

xc 

90.  Philippines 

xb 

X 

xc 

91.  Poland 

xa 

X 

X 

92.  Portugal 

X 

X 

X 

u^atar 

94.  Romania 

x" 

X 

95.  Rwanda 

X 

X, 

Vo.  baud. a  Arabia 

97.  Senega] 

X 

X 

X 

no     c  i  • 

98.  Somalia 

99.  South  Africa 

x« 

X 

100.  Soviet  Union 

x" 

xc 

101.  Spain 

X 

X 

102.  Sri  Lanka 

xb 

X 

X 

iuj.  budan 

104.  Suriname 

X 

;'  X 

105.  Sweden 

X 

X 

lUo.  Switzerland 

IVijflfX 

x 

Xc 

107.  Syrian  Arab  Rep. 

X 

mo.  lanzania 

Xb 

109.  Ihailand 

X 

110.  Togo 

X 

X 

111.  Tunisia 

xa 

X 

ii/.  i  uricey 

xb 

X 

113.  Uganda 

X 

114.  Ukrainian  SSR 

115.  Un.  Arab  Emirates 

116.  United  Kingdom 

X 

X 

X 

117.  United  States 

X 

X 

118.  Uruguay 

X 

X 

119.  Venezuela 

X 

xc 

120.  Vietnam. 

X 

121.  Yemen  (Sanaa) 

122.  Yugoslavia 

X 

X 

X 

123.  Zaire 

X 

X 

124.  Zambia 

X 

125.  Zimbabwe 

X 

X 

Ml  (5) 

X 
X 
X 

X  X 

X  X- 
X 
X 
X 

X  X 


X  X 
X 

X  X 


X 


X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 


X 
X 
X 

X 

i " : -x 

X 

X  X 
X  X 
X  X 
X  X 

i'.v.C/sIO,  x- 

X 

X  X 
X 
X 


Note:  The  designation  of  the  multilateral  conventions  are  respectively  the  Paris  Convention  for 
the  Protection  of  Industrial  Property  (Revised,  Stockholm  1967);  the  Berne  Convention 
for  the  Protection  of  Literary  and  Artistic  Works  (Revised,  Paris  1971);  the  Universal 
Copyright  Convention  (Revised,  Paris  1971);  the  Geneva  Convention  for  the  Protection 
of  Producer,  of  Phonogram,  Ag.ln,t  Unauthorised  Duplication  of  Their  Phonogram, 

STwiPr Tr  C°nV!ntion  Establishing  the  World  Intellectual  Property  Organisa- 
tion (WIPO  Convention,  Stockholm  1967). 

a.  With  reservation  under  Article  28  (2) 

J:       %a  s.bound  by  reievam  provisions  <*  ^™ 
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Appendix  2 

FIELDS  OF  EXCLUSION  FROM  PATENTABILITY  IN  SELECTED  COUNTRIES 


Field  of  Exclusion 

Countries 

1. 

No  specific  exclusions 

Australia,3  Federal  Republic  of  Germany,  Ireland,3 
Netherlands,  New  Zealand,3  United  Kingdom,3 
Cuba,  Jordan,  Liberia,  Malawi,3  Philippines,  Sri 
Lanka,  Sudan,  Zambia3 

2. 

Food  products 

Austria,  Canada,  Japan,  Spain,  Switzerland;  Brazil,b 
Chile,  Colombia,  Egypt,  India,  Korea,  Kuwait, 
Tunisia,  Venezuela,  Yugoslavia,  Czechoslovakia,0 
German  Democratic  Republic,  Hungary,  Poland,0 
Romania,'  USSRC 

3. 

Plant  varieties  or  kinds  of  animals, 
or  essential  processes  for  ob- 
taining plants  or  animals'' 

Denmark,  Finland,  France,  Norway,  Sweden,  United 
States  of  America,  Poland,  Romania,  USSR,  Alge- 
ria, Colombia,  Israel,  Nigeria 

4. 

Pharmaceutical  products 

Austria,  Canada,  Italy,b  Japan, b  Spain,  Switzerland, 
Turkey,  Czechoslovakia, c  German  Democratic  Re- 
public, Hungary,  Poland,0  Romania,0  USSR,0  Ar- 
gentina, Brazil, b  Chile,  Colombia,  Egypt,  Ghana, 
India,  Iran,  Iraq,  Korea, b  Kuwait,  Lebanon,  Mo- 
rocco, OAMPI  countries,  Pakistan,  Syrian  Arab 
Republic,  Tunisia,  Uruguay,  Venezuela,  Yugoslavia 

5. 

Chemical  substance 

Japan,  Switzerland,  USSR,  Brazil,  Chile,  China,  In- 
dia, Korea,  Mexico 

6. 

Nuclear  materials,  atomic  energy, 
atomic  weapons 

Japan,  United  States  of  America,  Czechoslovakia, 
Poland,  Romania,  Brazil,  India 

7. 

Programmes  for  computer 
machinese 

France,  Poland 

8. 

Inventions  related  to  State 
monopolies 

Austria 

9. 

Items  deemed  contrary  to  public  or 
social  interest  or  economic  devel- 
opment 

Ghana,  Iraq,  Peru 

Source:    UNCTAD,  The  Role  of  the  Palenl  System  in  the  Transfer  of  Technology  to  Developing 
Countries  (United  Nations  publication,  Sales  No.  E.75.II.D.6),  p.  53. 

a.  "Mere  mixtures  of  known  ingredients  ..."  in  the  case  of  food  or  medicines  arc 
not  patentable. 

b.  Processes  arc  also  excluded. 

c.  Inventors  certificates  arc  granted. 

d.  In  many  of  these  countries  plant  varieties,  etc.,  arc  protected  by  laws  other  than  the  patent 
laws. 

e.  The  laws  of  many  other  countries  exclude  accounting,  etc.,  systems  or  programmes  general- 
ly without  specific  reference  to  computers. 
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PATENT  AND  TRADE  MARK  LEGISLATION  OF  DEVELOPING  COUNTRIES 
AND  TERRITORIES  IN  ASIA  AND  THE  PACIFIC 


Country  or  territory  Patents 


Trade  Marks 


Afghanistan 

Bangladesh 

Bhutan 

Burma 

China 

Cook  Islands 

Dem.  People's  Rep. 
of  Korea 

Fiji 

Hong  Kong 

India 

Indonesia 

Islamic  Rep.  of  Iran 
Kiribati 


Lao  People's  Dem. 
Rep.  Malaysia 


1960 


Maldives 
Mongolia 
Nauru 


Nepal 


Patents  and  Designs  Act,  1911 

Burma  Patents  and  Designs  (Emer- 
gency Provisions)  Act,  1946 

Patent  Law  of  1984  (effective 
since  1  April  1985) 

(The  patent  legislation  of  New 
Zealand  applies) 

Law  on  Inventions  and  Innovation, 
1978 

Patents  Ordinance  (Cap.  21 1), 
1879,  as  amended  up  to  1967 

United  Kingdom  Patents  Ordi- 
nance, 1932 

The  Patents  Act,  1970  (effective 
1972 

Provisional  Patent  Regulation, 
1953 

Law  on  the  Registration  of  Trade 
Marks  and  Patents,  1931. 
Registration  of  United  Kingdom 
Patents  Ordinance 


Trade  Marks  La 
(effective  1964) 
Trade  Marks  Act,  1940 


Trade  Mark  Law,  1983 

(The  Trade  Mark  registration  of 
New  Zealand  applies) 

Law  in  Trade  Mark  and  In- 
dustrial Designs,  1968 

Trade  Marks  Act  (Cap.  212), 
1933,  as  amended  up  to  1972 

Trade  Marks  Ordinance,  1954 
(effective  1955) 

The  Trade  and  Merchandise 

Marks  Act,  1958 
"Manufacturer's  Marks  and  Trade 
Marks  Act,  1961 

Registration  of  United  Kingdom 
Trade  Mark  Ordinance,  1939 


Peninsular  Malaysia: 
Registration  of  United  Kingdom 

Patents  (Amendments)  Ordinance  Trade  Mark  Ordinance  1950 

1951  (amended  in  1956  and  1957), 

revised  1978  (Act  215) 
Sabah: 

Registration  of  United  Kingdom 

Patents  Ordinance,  1937  Trade  Mark  Ordinance  1947 

(amended  in  1956) 
Sarawak: 

Patents  Ordinance,  1927  Trade  Mark  Ordinance  1957 


Patents  granted  in  Australia  are 
effective  in  Nauru,  if  registered 
there  by  application  made  within 
3  years  from  the  date  of  issue 
in  Australia 

Patent,  Design  and  Trade  Mark 
Act,  1965 


Trade  Mark  registration  in 

Australia  authomatically  extend 
to  Nauru 
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Pakistan 

Patents  and  Designs  Act,  1911 

Trade  Marks  Act,  1940 

(amended  up  to  1954) 

(effective  1948) 

Papua  New  Guinea 

Trade  Marks  Act,  1978 

Philippines 

Act  No.  165  of  1947  (amended  up 

Act  No.  166  of  1947  (amended  up 

to  1968) 

to  1968) 

f\cp,  ui  fvurcd 

raient  Act,  ]yoi-iy/j 

Trade  Marks  Act,  1949-1973 

Samoa 

Patents  Act,  iy/z 

Trade  Marks  Act,  1972 

Singapore 

Registration  of  United  Kingdom 

Trade  Marks  Ordinance, 

patents  urainance  iyj/-iyjj; 

1938-1947 

Patents  (Compulsory  Licensing) 

Act,  1968  (not  yet  effective) 

Solomon  Islands 

Registration  of  United  Kingdom 

Registration  of  United  Kingdom 

Patents  Act  (Cap.  68) 

Trade  Marks  Act  (Cap.  69) 

ul  1  LallKd 

Code  of  Intellectual  Property  Act, 

Thailand 

Patent' Act,  1979 

Trade  Mark  Act,  1931  as 

amended  up  to  1961 

Tokelau 

The  patent  Legislation  of  New 

The  Trade  Mark  Legislation  of 

Zealand  applies 

New  Zealand  applies 

Tonga 

Registration  of  Trade  Marks  Act, 

1939 

Tuvalu 

Registration  of  United  Kingdom 

Registration  of  United  Kingdom 

Patents  Ordinance  (1924) 

Trade  Marks  Ordinance,  1939 

Vanuatu 

Registration  of  United  Kingdom 

Registration  of  United  Kingdom 

Patents  Regulations,  1973 

Trade  Marks  Regulations,  1973 

Viet  Nam 

Ordinance  on  Inventions  and 

Ordinance  on  Trade  Marks 

Innovations,  1981 

1982 

Source:    "DP/ESCAP  Seminar  on  Acquisition  of  Foreign  Technologies,  Negotiation  and  Execu- 
tion Relevant  Contracts,"  (mimeo.)  pp.  14-15. 


Sixth  Indonesia-USSR 
Conference 


Introduction 

In  co-operation  with  the  Institute  of  Oriental  Studies  of  the  USSR 
Academy  of  Sciences  a  series  of  bilateral  conferences  have  been  conducted  by 
CSIS  since  1974.  The  first  meeting  took  place  in  Moscow  and  since  then  the 
meetings  have  taken  place  alternatingly  in  Jakarta  and  in  Moscow.  The  sixth 
meeting  was  held  in  Jakarta  in  September  1986  and  was  attended  by  approxi- 
mately 55  persons. 

The  theme  of  the  sixth  meeting  was  on  "Perspectives  of  the  1990s."  The 
exchange  of  views  was  opened  with  an  examination  of  global  economic 
development  trends  towards  the  1990s  and  their  implications  for  the  develop- 
ing countries.  The  question  of  economic  development  strategies  became  the 
focus  of  the  discussion  here. 

The  second  session  examined  developments  in  the  Asia-Pacific  region, 
both  in  terms  of  economic  development  and  in  the  political  realm.  The  discus- 
sion was  very  timely  especially  in  regard  to  the  new  Soviet's  policy  towards  the 
region  as  outlined  in  Gorbachev's  Vladivostok  speech  of  July  1986. 

it™6  following  session  discussed  the  foreign  policies  of  Indonesia  and  the 
USSR,  their  basic  principles  and  their  implementation,  as  well  as  foreign 
policy  issues  which  may  have  to  be  dealt  with  by  each  of  them  in  the  1990s. 

| .  The  last  session>  which  examined  bilateral  economic  and  trade  relations 
I  between  the  two  countries,  led  to  a  discussion  of  the  economic  feasibility  of  a 
number  of  rather  concrete  and  specific  proposals  made  by  a  number  of  par- 
ticipants There  was  the  general  recognition  that  a  great  deal  of  efforts  would 
have  to  be  made  in  order  to  increase  the  two-way  trade  between  countries 
wn.cn  adopt  different  systems,  and  that  the  prospect  was  not  to  be  belittled 
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The  papers  presented  at  the  sixth  conference  are  reproduced  here  because 
they  should  be  of  interest  to  a  wider  audience.  It  is  the  hope  of  the  editor  that 
the  issues  addressed  in  those  papers  would  stimulate  further  discussions  in  par- 
ticular on  the  problems  and  prospects  of  enhancing  Indonesia-Soviet  relations. 


World  Economy  and 
Developing  Countries  in  1990s 

Glery  SCHIROKOV 


The  following  complex  of  mid-  and  long-term  factors  will  have  a  decisive 
influence  on  the  rate  and  proportions  of  world  capitalist  economy's  periphery 
developments  in  the  1990s: 

-  cyclical  crisis  that  stroke  the  world  capitalist  economy  between  1970s  and 
1980s; 

-  structural  reconstruction  of  the  world  capitalist  economy's  centre,  that 
started  in  late  1970s; 

-  developing  countries'  struggle  for  reconstruction  of  international  economic 
relations  and  for  the  introduction  of  the  New  International  Economic  Order. 

As  a  result  of  the  crisis  developing  economies'  structural  reconstruction  has 
sharply  slackened  its  pace  and  the  "third  decade  of  development"  announced 
by  the  UN  for  the  1980s  was  practically  hampered  without  having  even  started: 

-  the  GDP  growth  has  slowed  down  considerably  and  its  per  capita  level  de- 
creased. In  1981-1985  developing  countries'  GDP  has  risen  by  8  per  cent, 
while  its  per  capita  level  has  fallen  by  4  per  cent; 

-  for  the  first  time  in  many  years  developing  countries'  share  in  world  pro- 
duction and  exchange  has  decreased.  In  1981-1985  these  countries'  share  in 
the  world  GDP  has  fallen  from  18.5  to  17.9  per  cent,  and  in  world  exports 
from  30.7  to  28.0  per  cent. 

The  crisis  has  not  only  demonstrated  new  features  of  developing  countries' 
increased  involvement  in  the  world  capitalist  economy,  but  to  some  extent  has 
given  a  new  meaning  to  the  question  of  their  further  development  perspectives: 

-  there  were  changes  among  the  leaders  of  these  countries'  upper  echelon: 
oil  exporters  who  for  a  long  time  were  leading  due  to  the  energy  crisis  have 


Prof.  Glery  Schirokov  is  Deputy  Director,  Institute  of  Oriental  Studies,  Moscow. 
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ceded  their  position  to  industrial  exporters,  who,  possessing  a  more  solid 
productive  and  technological  potential,  proved  to  be  more  adaptable  to  the 
new  system  of  International  Division  of  Labour,  based  on  the  scientific 
technical  revolution,  although  they  too  failed  to  avoid  their  ebb  and  flows, 
influenced  by  the  changing  situation  in  the  world  capitalist  economy; 

-  middle  echelon  countries  were  developing  at  a  slower  but  steadier  rate  with  a 
more  balanced  combination  of  internal  and  external  growth  factors  as  well 
as  major  countries  of  lower  echelon  with  a  relatively  high  market  capacity 
and  diversified  structure  less  dependent  on  external  factors  of  growth  and 
consequently,  on  processes  developing  spontaneously  in  the  centre  of  world 
capitalist  economy; 

-  the  least  developed  countries  were  proceeding  steadily  at  a  low  rate  with 
minimal  changes  in  their  industrial  and  technological  structure.  The  crisis 
had  a  relatively  small  impact  on  them,  and  for  one  reason  only,  that  they 
have  never  been  either  major  exporters  of  goods  or  major  importers  of 
capital; 

-  practically  all  major  borrowers  in  the  international  capital  market,  both  oil 
and  industrial  exporters,  have  sharply  reduced  their  rates  of  development.  In 
other  words,  foreign  loans  have  ceased  to  be  not  only  the  means  of  develop- 
ment financing,  but  also  of  overcoming  the  crisis. 

The  current  phase  of  the  development  of  the  world  capitalist  economy  is 
characterised  by  coming  out  of  crises,  but  its  consequences  are  far  from  being 
overcome,  especially  in  the  sphere  of  foreign  economic  relations  that  suffered 
imost. 

In  the  centre  of  world  capitalist  economy  the  revival  has  started  in  the  US 
and  Japan,  while  in  Europe  the  situation  remains  so  far  less  certain  and  on  the 
whole  less  favourable. 

Some  positive  changes  have  also  started  to  show  in  the  developing 
i  economies:  GDP  and  foreign  trade  started  to  expand. 

GDP  AND  EXPORT  GROWTH  RATES  IN  DEVELOPING  COUNTRIES 


1982 

1983 

1984 

1985 

1986 

(GDP 

0.5 

-0.1 

2.6 

2.8 

3.7 

1  Export 

-6.3 

0.9 

8.5 

4.5 

4.6 

But  developing  economies'  revival  is  very  uneven.  The  most  favourable 
'.situation  has  developed  in  Asia,  especially  in  the  group  of  newly  industrialised 
'states  who  were  the  quickest  to  react  on  economic  situation  changes  in  the  US 
sand  Japan,  while  in  other  developing  regions  the  situation  remains  tense, 
(especially  in  Africa,  where  the  crisis  stroke  together  with  drought. 

Developing  countries'  balance  of  payments  improved  somewhat:  both  the 


222 


THE  INDONESIAN  QUARTERLY  ,  XV/2 


trade  balance  and  the  balance  of  payments  on  current  accounts  have  become 
more  favourable. 

But  current  improvements  of  developing  countries'  balance  of  payments  is 
not  so  much  a  result  of  export  growth,  but  rather  of  import  restrictions  and  the 
increased  paying  capacity  was  gained  mostly  through  the  consolidation  and 
refinancing  of  foreign  debts  rather  than  their  liquidation.  The  new  worsening 
of  the  situation  is  not  entirely  out  of  the  question:  it  could  result  from  another 
crisis  in  developed  capitalist  countries,  especially  in  the  US  and  from  new  ag- 
gravation of  solvency  problems  as  the  terms  of  main  debt  payment  come 
closer. 

In  two  nearest  decades  as  a  result  of  intensified  contradictions  (both  struc- 
tural and  cyclic)  of  the  reproduction  process,  the  rates  of  the  world  capitalist 
economic  growth  will  slow  down,  while  in  its  periphery  they  will  still  remain 
higher  than  in  the  centre,  so  developing  countries'  share  in  world  production 
and  possibly  in  world  exchange  will  continue  to  increase.  At  the  same  time  in 
the  nearest  decade  developing  as  well  as  all  non-socialist  countries'  economic 
indices  might  be  lower  than  in  the  following  decade,  because  the  consequences 
of  the  1970-1980  crisis  will  not  yet  be  eliminated  and  the  influence  of  interna- 
tional economic  relations'  reconstruction  will  be  minimal. 


NON-SOCIALIST  COUNTRIES'  GDP  GROWTH  RATES 


1960-1970 

1970-1980 

1980-1985 

1985-1990 

1995-2005 

Developed  countries 

5.1 

3.2 

2.1 

2.5-3 

3-3.5 

Developing  countries 

5.7 

5.5 

1.2 

3.5-4 

4-4.5 

The  rates  of  agricultural  production  might  increase  somewhat,  especially  in 
those  countries  that  have  some  land  reserves  and  a  potential  for  increasing 
their  crop  yield.  The  achievements  of  the  "Green  Revolution"  are  to  become 
the  main  growth  factor.  Agro-industrial  integration  programmes,  involving  the 
strengthening  of  production  ties  between  industry  and  agriculture,  including  in 
the  agricultural  sector  itself  (the  so-called  integrated  agricultural  develop- 
ment), will  play  a  certain  role  in  the  growth  of  agricultural  development  rates. 
But  the  food  situation  on  the  whole  will  remain  extremely  tense,  because  the 
demand  for  food  will  continue  to  outdistance  its  supply  and  the  volume  of 
food  deficit  will  continue  to  increase.  Food  grains  deficit  will  be  covered  more 
and  more  at  the  expense  of  commercial  import,  while  the  role  of  food  aid  that 
slowly  but  surely  turns  into  an  instrument  of  imperialist  political  pressure  on 
developing  countries,  will  probably  decrease. 

The  sphere  of  industrial  development  will  expand  with  a  relative  shrinking 
of  extractive  industries  and  a  growing  role  of  manufacturing  industries, 
primarily  of  those  oriented  towards  the  domestic  market.  The  share  of  the 
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manufacturing  industry  in  these  countries'  GDP  and  export  will  increase,  but 
they  will  hardly  become  less  dependent  on  industrial  import,  and  there  will  be 
no  balance  between  import  and  export  of  industrial  commodities. 

Perspectives  of  the  world  exchange  development,  primarily  the  developed 
capitalist  countries'  demand  for  energy  and  raw  materials  and  of  world 
markets  of  capital,  will  be  of  decisive  importance  to  most  developing  coun- 
tries. 

Overcoming  the  crises  by  developed  capitalist  countries  will  naturally  lead 
to  the  revival  of  their  economic  ties  with  developing  countries  and  the  further 
strengthening  of  International  Division  of  the  Labour  system.  But  the 
developed  capitalist  countries'  transition  to  the  new  model  of  technological 
development,  together  with  a  wide-scale  introduction  of  new  resource-saving 
technologies  will  cause  some  retardation  of  growth  of  the  developing  coun- 
tries' foreign  economic  ties  as  compared  to  the  past  and  at  first  as  compared  to 
their  GDP. 

In  the  long  run  any  reduction  of  developing  countries'  share  in  world  ex- 
change can  hardly  be  expected.  Developing  countries  might  continue  to  play  a 
significant  role  in  the  world  export  of  energy  and  raw  materials,  especially  of 
those  resources  that  are  in  special  demand  in  times  of  Scientific  Technical 
Revolution.  Their  role  as  exporters  of  industrial  products,  including  those  with 
a  higher  scientific  and  technical  component,  might  also  increase. 

Developing  countries  will  try  to  compensate  an  unfavourable  demand- 
supply  ratio  in  the  world  market  of  raw  materials  through  an  in-depth  process- 
ing of  raw  materials  and  the  improvement  of  raw  material  exports.  But  it  will 
take  a  lot  of  efforts  on  their  part  to  organise  these  markets  -  by  creating  an  ef- 
fective mechanism  of  stabilising  currency  gains  from  raw  material  sales  and  of 
compensating  losses  caused  by  unfavourable  trade  dynamics  and  conditions. 

In  the  sphere  of  industrial  produce  trade,  sluggish  demand  and  aggravation 
; of  Protectionist  policies  in  developed  capitalist  countries  pose  a  major  pro- 
blem. But  in  the  process  of  overcoming  the  crisis  this  situation  might  start  to 
'Change:  revival  of  conjuncture  will  lead  to  the  weakening  of  "new  protec- 
tionism," to  a  renewal  of  by  the  crisis  interrupted  process  of  the  deepening  of 
i  the  International  Division  of  Labour  in  manufacturing  industries  and  to  the 
I  expansion  of  industrial  products  exchange  through  the  transfer  of  some  in- 
dustries to  developing  countries. 

The  degree  of  developing  countries'  involvement  in  world  economy  will 
hardly  become  any  smaller  as  well.  On  the  contrary,  one  might  assume,  that  in 
i  the  process  of  industrialisation  and  the  mastering  of  Scientific  and  Technical 
Revolution  achievements  the  degree  of  this  involvement  will  increase 


224 


THE  INDONESIAN  QUARTERLY,  XV/2 


In  the  end  the  situation  will  be  determined  by  the  correlation  of  two  fac- 
tors: first,  by  how  fast  and  wide  will  the  process  be  of  the  adoption  by 
developed  capitalist  countries  of  a  new  technological  model  of  development, 
and  second,  by  the  extent  to  which  developing  countries  would  be  able  to  "fit" 
(actively  or  passively)  into  this  new  model  of  technological  development.  To- 
day it  is  hard  to  give  a  simple  answer  to  these  questions. 

If  developed  capitalist  countries'  transition  to  the  new  technological  model 
of  development  is  forced  and  involves  the  whole  complex  of  manufacturing  in- 
dustries, then  a  rapid  decrease  of  raw  material-  and  labour-intensivity  of 
these  countries'  GDP  will  cause  a  depression  of  their  demand  for  raw  mate- 
rial- and  labour-intensive  products  of  developing  countries  and  lack  of  in- 
terest in  transferring  manufacturing  industries,  both  labour-  and  raw  material- 
intensive,  to  developing  countries. 

If  this  transition,  which  is  more  likely,  carries  on  at  a  relatively  slow  pace 
and  step  by  step,  then  the  tendency  to  push  out  industries  not  influenced  by 
technological  innovations,  into  developing  countries,  will  remain  and  pro- 
bably even  grow,  and  developing  countries  will  for  a  long  time  continue  to  play 
their  role  of  suppliers  of  raw  material-  and  labour-intensive  products  to 
developed  capitalist  countries,  including  first  and  foremost  ~  through  the  ex- 
pansion of  their  national  private  businesses.  The  current  situation  in  a  con- 
sumers sphere  in  developed  capitalist  countries  proves  that  also.  The  new 
model  of  production  could  find  a  wide  use  only  if  a  new  model  of  consumption 
is  found  and  introduced  and  this,  as  experience  shows,  is  a  long  and  pretty 
complicated  process  and,  what  is  more  important,  it  requires  certain  changes 
in  the  distributive  relations.  In  the  current  situation,  characterised  by  mass 
unemployment  and  precariousness,  withdrawal  of  huge  resources  for  military 
purposes,  the  search  for  such  a  model  and  most  importantly  its  introduction 
into  practice,  can  hardly  be  achieved  soon.  Till  then  some  elements  of  stagna- 
tion in  developed  capitalist  economies  will  probably  remain  and  their  transi- 
tion to  the  new  technological  model  of  development  will  inevitably  be  of 
limited  and  selective  nature. 

But  in  this  case  also  developing  countries'  most  urgent  problem  will  be  a 
search  for  a  "formula"  of  their  participation  in  a  new  system  of  International 
Division  of  Labour,  shaping  under  the  influence  of  the  new  model  of  produc- 
tion and  consumption. 

On  the  whole,  despite  the  activating  of  import  substitution  policy  and  ex- 
pected export  trade  normalisation,  accumulation  and  trade  balance  deficits  in 
developing  countries  will  probably  increase  and  continue  to  be  covered  at  the 
expence  of  external  resource  inflow,  mainly  of  private  capital  and  government- 
sponsored  aid  from  developed  capitalist  countries. 
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Meanwhile  the  perspectives  of  a  further  increase  of  the  external  resources 
inflow  into  these  countries  does  not  look  too  promising.  If  the  rapid  growth  of 
militarism  in  developed  capitalist  countries  does  not  cease,  the  growth  of 
budget  deficits  will  considerably  restrict  government-sponsored  aid  inflow  into 
developing  countries  and  perspectives  of  external  resources  inflow  into  these 
countries  will  depend  entirely,  as  is  the  case  now,  on  the  private-  capital 
market. 

Private  capital  export  will  expand  due  to  the  growth  of  developing  coun- 
tries' domestic  markets'  capacity  and  diversification,  increased  labour  cost 
and  environmental  expenditures  in  developed  capitalist  economies.  But  this  ex- 
pansion will  proceed  at  a  slower  rate  and  with  a  higher  degree  of  orientation 
towards  developing  countries'  domestic  markets  as  a  result  of  the  GDP's 
slower  growth  rate  and  decrease  of  resource-intensivity  as  well  as  mounting 
sales  problems  in  developed  capitalist  countries. 

Loan  capital  flow  will  be  activated  due  to  it's  surplus  in  developed 
capitalist  countries  and  their  desire  to  overcome  sales  problems  through  the  ex- 
port of  goods  to  developing  countries  on  account  of  credits  and  loans.  But  the 
activity  will  also  proceed  at  a  slower  pace  as  a  result  of  budget  deficit  growth  in 
developed  capitalist  countries  and  contraction  of  loan  capital  inflow  into 
transnational  banks  from  developing  countries. 

Today  this  process  is  restricted  by  high  loan  rates  in  the  US,  who  became  a 
major  borrower  in  the  international  capital  market,  and  by  the  aggravation  of 
solvency  problems  in  developing  countries.  But  this  situation  cannot  last 
forever.  At  the  same  time  it  is  necessary  to  take  into  account  that  a  new  out- 
break of  debt  crisis  is  not  entirely  out  of  the  question.  It  could  influence  pro- 
foundly the  perspectives  of  external  resources  inflow  into  these  countries, 
especially  if  it  coincides  wkh  a  new  cyclic  crisis  in  the  world  capitalist 
i  economy. 

So  in  the  future  a  certain  improvement  of  the  external  conditions  of  re- 
production in  developing  countries  can  be  expected,  but  on  the  whole,  if  the 
i  revival  in  developed  capitalist  countries  does  not  grow  into  a  more  or  less  long- 
iterm  and  steady  process,  developing  countries'  external  conditions  of  growth 
Will  be  less  favourable  than  in  the  1960s- 1970s,  and  their  struggle  for  the  intro- 
cduction  of  a  New  International  Economic  Order  will  be  harder  than  before. 
(Under  these  circumstances  developing  countries  will  have  to  put  more  stress  on 
;a  thorougher  use  of  domestic  resources  and  force  the  development  of  mutual 
Uies  and  their  economic  relations  with  socialist  countries. 

At  the  same  time  calculations  show  that  expected  rates  of  future  economic 
:growth  are  not  impressive  enough  to  solve Ithese  countries'  most  challenging 
social  problems.  For  example  in  order  to  avoid  further  aggravation  of 
unemployment  problems  these  countries'  GDP  growth  rate  should  exceed  6 
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per  cent,  and  to  reach  at  least  the  lowest  level  of  essential  needs  --  it  should  ex- 
ceed 9  per  cent.  But  if  over  pessimistic  and  optimistic  estimations  of  these 
countries'  further  development  are  to  be  excluded,  that  is  if  one  assumes,  that 
their  growth  rates  are  around  4-4.5-per  cent,  then  it  is  still  much  lower  than 
needed  to  solve  unemployment  problems  and  by  far  lower  than  needed  to  pro- 
vide essential  needs.  Should  these  countries'  economic  growth  rates  approach 
their  most  favourable  level,  the  achievement  of  social  tasks  will  still  remain 
highly  questionable,  for  it  requires  not  only  high  growth  rates,  but  certain 
changes  in  these  countries'  social  structure  as  well.  This  means  that  the  level  of 
social  tensions  and  political  instability  will  hardly  become  any  lower  and  their 
contradictions  with  imperialist  forces  as  regards  reconstruction  of  interna- 
tional economic  relations,  conditions  of  commodity  exchange  and  attraction 
of  capital  (both  public  and  private)  will  remain  pretty  tense. 

Some  changes  might  occur  in  the  process  of  developing  countries'  differen- 
tiation. This  process  will  undoubtedly  go  on  and  manifest  itself  mainly  in  a 
widening  gap  between  the  countries  of  higher  echelon  and  other  developing 
countries.  While  the  upper  echelon  countries  might  shorten  to  some  extent,  the 
distance  dividing  them  from  the  centre  of  the  world  economic  system,  as  far  as 
per  capita  GDP  is  concerned  for  example,  the  lagging  behind  of  the  lower 
echelon  will  increase  further,  because  its  chances  of  taking  advantage  of  the 
International  Division  of  Labour  or  of  Scientific  and  Technical  Revolution  are 
minimal. 

But  as  regrouping  of  forces  in  the  upper  echelon  and  the  slowing  down  of 
growth  rates  take  place,  the  process  of  differentiation  in  the  developing  world 
will  loose  some  of  its  intensity  in  terms  of  quantity,  while  at  the  same  time  it 
might  show  some  qualitative  increase,  primarily  as  regards  the  quality  of 
economic  growth  and  ecological  stability  level. 


The  Global  Economy  in  the  1990s 

Djisman  S.  SIMANDJUNTAK 

The  terms  interdependence  and  global  economy  appear  to  have  been  over- 
stretched in  view  of  the  vast  differences  which  continue  to  exist  between  na- 
tional economies  as  regards  their  respective  performance  and  the  underlying 
resources  and  economic  management.  Even  within  a  single  national  economy 
different  types  of  economy  can  co-exist  -  the  economy  of  Jakarta  is  fun- 
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damentally  different  from  that  of  a  village  in  Irian  Jaya  -  pointing  out  to  the 
need  for  treating  a  national  economy  as  a  dual  economy. 

The  1970s  for  example  was  certainly  a  golden  decade  for  a  few  oil- 
exporting  countries  but  not  for  a  majority  of  countries  especially  the  ones  who 
have  had  no  opportunity  to  pass  on  the  burden  of  increased  oil  prices  to  other 
countries.  On  the  other  hand,  the  1980s  has  turned  out  to  be  a  decade  of  hard- 
ship for  most  oil-exporting  countries  following  the  sudden  decline  of  oil  prices 
with  its  far-reaching  implications  upon  government  finance  and  the  economic 
attractiveness  of  these  countries  to  traders,  creditors  and  investors.  Yet,  the 
same  shock  is  taken  as  a  blessing  by  oil-importing  countries.  Therefore,  talk- 
ing about  a  global  economy  is  basically  talking  about  differences  between  na- 
tional economies  and  possible  compromies  for  mutual  benefits. 

That  it  is  an  extremely  difficult  undertaking  to  simultaneously  accommo- 
date all  national  pre-occupancies  in  a  global  agenda  has  particularly  been  clear 
in  the  1980s.  The  fact  that  many  aspects  of  life,  economic  and  otherwise,  have 
increasingly  become  global  in  nature,  cannot  dissuade  governments  from  resor- 
ting to  simplified  national  solutions  to  major  economic  problems.  In  other 
words,  there  is  a  discrepancy  between  the  reality  of  economic  life  and  policy 
prescriptions  of  governments.  And  it  tends  to  widen  rapidly  as  the  process  of 
globalisation  of  economic  phenomena  accelerates  on  the  wake  of  rapid 
technological  changes,  whereas  governments  prefer  to  retreat  to  mercantilistic 
policies.  This  is  likely  to  be  the  crux  of  the  problems  facing  the  global  economy 
in  the  1990s  and  it  is  within  this  constraint  that  the  participants  of  the  global 
economy  have  to  learn  to  survive. 


THE  GLOBAL  DISORDER  OF  THE  1980S 

The  first  four  decades  of  the  post-war  period  have  witnessed  the  failure  of 
numerous  attempts  to  establish  a  global  economic  order  which  is  respected  by 
the  majority  of  countries  and  at  the  same  time  flexible  enough  to  account  for 
rapid  changes.  When  the  generals  of  World  War  II  were  still  fighting  their  last 
battles,  governments  had  initiated  major  steps  towards  restoring  the  global 
economic  order,  leading  to  the  establishment  of  the  World  Bank  and  the 
GATT.  Few  years  later,  a  big  number  of  countries  became  independent  with  a 
common  experience  of  having  to  lay  the  ground  for  economic  development 
over  the  remnants  of  colonial  economy.  They  joined  the  international  institu- 
tions, but  soon  found  their  participation  frustrating  as  they  failed  to  impose 
their  will  on  the  IMF,  the  World  Bank  and  the  GATT,  notwithstanding  their 
big  number.  The  newly  independent  countries  then  decided  to  pursue  their 
economic  aspirations  within  the  UN  system,  and  the  UNCTAD  was  born  in 
1964  with  an  agenda  which  later  on  is  centred  on  the  establishment  of  a  New 
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International  Economic  Order.  Other  initiatives  followed  in  the  1970s  of 
which  the  Paris  based  Conference  on  International  Economic  Co-operation 
and  the  North-South  initiative  of  the  Brandt  Commission  are  outstanding  ex- 
amples. 

It  is  not  the  intention  of  this  paper  to  judge  on  how  these  attempts  have 
performed  in  the  past.  What  needs  to  be  underlined  in  connection  with  the 
1990s  is  the  disappointment  that  the  1980s  has  turned  to  be  a  decade  of  a 
global  disorder  and  that  the  remaining  four  years  of  this  decade  appear  to  be 
too  short  a  period  to  release  the  global  economy  from  this  disorder.  In  other 
words,  unsolved  issues  of  the  1980s  are  likely  to  dominate  the  agenda  of  the 
1990s. 

In  the  monetary  order  the  exchange  rate  system  and  balance  of  payments 
financing  with  debt  servicing  as  its  core,  will  remain  to  be  the  burning  issues. 
Experiences  in  the  last  15  years,  that  is  since  the  de-facto  collapse  of  the  gold- 
dollar  standard,  have  clearly  demonstrated  that  neither  a  fixed  exchange  rate 
system  nor  a  flexible  exchange  rate  system  is  in  a  position  to  bring  about  the 
monetary  stability  the  global  economy  needs.  While  in  a  fixed  rate  system  a 
point  may  be  reached  beyond  which  the  monetary  authority  is  no  longer  in  a 
position  or  becoming  unwilling  to  intervene  in  the  foreign  exchange  market, 
"violent"  movements  of  exchange  rate  in  a  flexible  exchange  rate  system  are 
very  likely  to  force  monetary  authorities  to  intervene  as  is  clearly  evident  in  re- 
cent re-alignment  between  the  US  Dollar  on  the  one  hand  and  the  Yen  and 
D-Mark  on  the  other.  Uncontrolled  movements  of  capital  with  their  direct  im- 
plication upon  exchange  rates  makes  the  choice  the  more  difficult.  Based  on 
this  reason,  the  last  economic  summit  of  the  seven  largest  (capitalist)  in- 
dustrialised countries  has  turned  out  to  be  indecisive  as  far  as  exchange  rate 
system  is  concerned.  The  agreement  to  relate  exchange  rate  to  a  variety  of  per- 
formance indicators  is  a  reflection  of  the  apparent  preference  of  the  summiteers 
for  a  "dirty  floating,"  that  is  an  exchange  rate  system  which  basically  is  flexi- 
ble, but  allows  government  intervention  if  and  when  necessary.  The  function- 
ing of  this  system  is  crucially  dependent  on  the  extent  to  which  the  monetary 
authorities  are  willing  to  co-operate.  Should  this  co-operation  be  inadequate,  a 
"dirty  floating"  can  easily  turned  out  to  be  a  fertile  soil  for  a  beggar-my- 
neighbour  policy  through  devaluation  competition  with  serious  implications 
upon  countries  who  act  as  a  follower  rather  than  as  a  leader  in  the  interna- 
tional monetary  system.  Depending  on  currency  composition  of  international 
transactions,  movements  in  the  exchange  rate  between  the  US  Dollar  and  the 
Yen  can  pose  serious  problems  to  developing  countries.  They  can  result,  for  in- 
stance, in  a  sudden  increase  of  debt  services. 

It  is  the  debt-servicing  problems  that  serve  as  another  source  of  major  ten- 
sion in  the  present  international  monetary  system,  and  probably  also  in  the 
monetary  system  of  the  1990s.  While  repeated  debt  reschedulings  have  sofar 
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proved  successful  to  prevent  debtors  from  defaulting,  it  is  questionable 
whether  this  policy  of  maintaining  the  status  quo  can  be  maintained  in  the 
years  to  come.  Not  only  the  liquidity  of  the  International  Monetary  Fund  is 
limited  relative  to  the  demand  of  its  member  countries  --  this  discrepancy  bet- 
ween availability  of  and  demand  for  liquidity  is  in  fact  as  old  as  the  Fund 
itself  --  the  costs  of  rescheduling  appear  to  be  unsustainable  as  pointed  out 
recently  by  Rudiger  Dornbusch.1  In  other  words,  the  most  a  debt  rescheduling 
can  do  is  a  window-dressing.  In  the  final  analysis,  improved  export  perfor- 
mance is  the  only  solution  to  the  debt  problems.  Yet,  austerity  policy  is  unlike- 
ly to  lead  to  the  desired  improvement  of  export  as  long  as  countries  with 
"strong"  current  account  such  as  Japan  and  West  Germany  refuse  to  expand 
their  domestic  demand.  This  brings  us  to  the  discussion  of  the  global  trading 
environment  and  its  strong  erosion  in  the  last  15  years  or  so. 

Perhaps,  the  most  distinctive  feature  of  the  1980s  as  compared  to  the  1970s 
is  the  world-wide  retreat  from  the  multilateral  free  trade  system.  The  conclu- 
sion of  the  Tokyo  Round  in  1979  and  the  continuous  verbal  attack  against  pro- 
tectionism cannot  obscure  the  fact  that  the  global  trade  has  suffered  from 
repeated  blows  with  no  sign  of  immediate  reversal  in  sight.  While  the  1970s 
started  with  the  adoption  of  the  Generalised  System  of  Tariff  Preferences  in 
favour  of  the  export  of  manufactured  products  from  the  developing  countries 
~  this  reflects  to  some  extent  the  believe  in  unilateral  liberalisation  ~  the  first 
half  of  the  1980s  has  been  characterised  among  other  things  by  an  increasingly 
irresistible  demand  of  the  developed  countries  for  graduation  and  the  so-called 
"agressive"  reciprocity.2  In  contrast  to  the  1970s  in  which  commodity-specific 
trade  agreement,  such  as  the  Multi  Fibre  Arrangements,  was  still  viewed  as  a 
flagrant  violation  of  the  principles  of  commodity  totality  of  GATT,  the  1980s 
has  turned  out  to  be  a  decade  of  worsening  selectivism.  Every  possible  argu- 
ment is  developed  to  justify  differential  treatment  of  different  categories  of 
tradables  such  as  ferro-based  products  versus  glass-based  products.  As  a  re- 
sult, the  list  of  multi-arrangements  has  extended  very  fast.  In  addition  to  Multi 
Fibre  Arrangements  there  have,  de  facto,  been  Multi  Ferrous  Arrangements 
Multi  Electronic  Arrangement,  Multi  Semi-conductor  Arrangement  and  Multi 
Car  Arrangement  with  other  products  such  as  footwear  being  likely  to  be  the 
next  victim.  Of  similar  importance  is  the  unmistakable  move  towards  bila- 
teralism in  which  the  United  States,  the  former  leader  of  the  post-war 
multilateralism,  has  become  the  most  innovative  and  vigorous  participant  as  is 
clearly  evident  in  her  unfair  "fair  trade  campaign"  against  Asian  countries, 

Uy^M)fpT?3M5rh'  "DeaHn8       DCbt  in      1980S'"      ™rd  WorldQ^ly,  Vol.  7 

"■J^SSSSL  bCC.Te  kT°rd  °f  trade-P°,icy  dcbatcs  the  1980s.  Yet,  the  concept  is 
widely  open  to  different  interpretations.  See  for  instance  Robert  O.  Keohane,  "Reciprocity  In  In- 
ternational Relations,"  in:  International  Organization,  Vol.  40  (Winter  1986  ,  pp 
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rich  and  poor  alike.  New  vocabularies  of  protectionism  are  invented  such  as 
counterfeiting  trade,  market  oriented  sector  specific  talks  (Moss  Talks)  and 
Market  Access  Fact  Finding  Talks  (MAFF  Talks).3  This  flee  into  bilateralism 
is  a  reflection  of  a  weakening  believe  in  multilateralism. 

Another  important  development  in  the  1980s  which  differs  from  the  1970s 
is  the  strong  demand  of  the  industrialised  countries  in  general  and  the  United 
States  in  particular  for  a  "Super  GATT,"  that  is  a  GATT  that  extends  its 
coverage  to  issues  as  diverse  as  agricultural  trade,  trade  in  services  such  as 
banking,  insurance,  consultancy,  intellectual  properties  and  investment-policy 
related  distortion  of  trade  such  as  local  content  regulation.  The  present  trade 
policy  agenda  of  the  United  States  reminds  us  indeed  of  the  UNCTAD  agenda 
as  far  as  its  issue  coverage  is  concerned.  The  forceful  way  in  which  the  United 
States  is  fighting  for  this  agenda  is  also  similar  to  the  confrontational  course 
followed  blindly  by  UNCTAD  negotiators  in  1970s  as  the  recent  speech  of 
President  Reagan's  chief  trade  advisor  demonstrates. 

The  above  description  of  the  global  economic  disorder  of  the  1980s  is  far 
from  exhaustive.  To  the  issues  listed  earlier  one  can  easily  add  the  rapid  decline 
of  the  international  commodity  market  in  the  first  half  of  the  1980s  in  contrast 
to  the  commodity  boom  of  the  1970s,  the  rise  of  Japan  as  the  largest  exporter 
of  capital,  issues  related  to  fiscal  policies  and  the  retreat  of  foreign  direct  in- 
vestment from  developing  countries  as  a  combined  result  of  deteriorating 
economic  performance,  the  worsening  ambivalence  towards  foreign  invest- 
ment, declining  attractiveness  of  resource  investment,  and  reinvention  of 
many  activities  in  the  capital-exporting  countries.  Of  greater  importance, 
however,  is  the  close  inter-relationships  between  the  major  issues.  It  is  now 
more  difficult  than  ever  before  to  isolate  one  issue  from  the  other.  It  belongs 
to  the  ironies  of  the  1980s  that  the  United  States  is  forcefully  using  currency  re- 
alignment as  a  measure  to  improve  its  trade  balance  while  highly  indebted 
countries  seek  solution  to  their  debt  problems  in  the  area  of  trade  policy.  Debt- 
related  austerity  policy  in  most  Latin  American  countries  has  for  instance 
seriously  hit  the  import  of  these  countries  from  the  United  States  who  in  turn 
finds  it  necessary  to  maintain  a  relatively  high  interest  rate  as  an  incentive  to 
capital  import,  making  life  in  the  highly  indebted  countries  the  more  difficult. 
In  view  of  this  close  linkage  between  issues,  the  demand  for  a  "Super  GATT" 
appears  to  be  appropriate.  Yet,  experiences  tell  that  a  simultaneous  negotia- 
tion of  very  diverse  issues  can  easily  end  up  in  a  mess. 


3For  this  purpose  a  "Trade  Strike  Force"  at  cabinet  level  was  set  up  whose  actions,  according 
to  a  recent  congressional  statement  by  commerce  secretary  Boldrige,  have  had  a  "deterrent  effect 
on  the  adoption  of  unfair  trade  practices  by  other  nations."  In  the  same  statement  a  number  of 
successful  bilateral  deals  was  mentioned,  pointing  out  the  impatience  on  the  US  side  to  wait  for 
multilateral  solution. 
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The  need  for  policy  co-ordination  is  also  more  pressing  than  ever  before.  A 
co-ordinated  policy  mix  which  is  much  more  than  a  mere  trade  liberalisation, 
is  supposed  to  have  positive  effects  on  both  growth  performance  and  balance 
of  payments.4  Indeed,  Tinbergen  argues  recently  that  the  interdependence  has 
reached  a  stage  at  which  global  policy  has  become  a  necessity  in  dealing  with 
some  issues  while  regional  and  bilateral  arrangements  may  continue  to  be  suf- 
ficient to  deal  with  other  issues.5  Unfortunately,  it  is  perhaps  in  respect  to 
global  policy  co-ordination  that  governments  around  the  globe  have  per- 
formed worst  in  recent  years.  The  last  Economic  Summit  of  the  largest 
(capitalist)  industrial  countries  has  again  demonstrated  how  difficult  it  is  to 
agree  on  policy  co-ordination  even  when  the  gains  from  such  a  co-ordination 
are  obvious.  Similar  difficulties  are  also  faced  by  other  groups  of  countries 
such  as  ASEAN,  the  Group  of  77,  the  CMEA  and  the  multilateral  economic 
institutions  the  weakening  of  which  is  a  clear  evidence  to  a  weakening  commit- 
ment to  policy  co-ordination.  Indeed,  some  futurists  appear  to  have  given  up 
i  the  hope  for  a  global  policy  co-ordination  and  draw  accordingly  a  scenario  in 
•which  the  world  of  the  1990s  is  going  to  be  fragmented  into  four  major 
i  regional  groupings  with  the  developing  countries  functioning  as  satellite 
! around  each  of  the  groupings.6 

Closely  related  to  the  lack  of  commitment  to  policy  co-ordination  is  the 
tendency  of  countries  to  stick  to  an  archaic  method  of  segregating  countries  in- 
to different  groups  such  as  North-South  or  Capitalist-Socialist  groupings, 
underestimating  the  importance  of  divergent  interests  that  exist  and  tend  to 
widen  between  members  of  a  particular  group  and  the  growing  convergence  of 
interests  between  countries  from  different  groups.  The  grouping  was  so  rigid 
that  UNCTAD  finds  it  necessary  to  put  Co-operation  Between  Countries  with 
Different  Social  Systems  as  an  item  in  its  agenda. 

The  result  of  this  segregation  is  discouraging.  While  it  works  as  a  con- 
straint to  Co-operation  Between  Countries  from  Different  Groups,  It  fails  to 
foster  intra-group  co-operation  as  is  vividly  evident  in  the  poor  record  of  the 
South-South  Co-operation.  The  1980s,  however,  has  witnessed  various 
changes  which  point  out  to  the  right  direction. 

.bin^dTf^^Th      ThP0'iCy  c°-°!rdination  see  ^  Stance  Naoko  Ishii,  Worwick  McKib- 
™ Mk  J  Z  Mac!  iT^  P°liCy  MbC'  P0,ky  Oration,  and  Protectionism: 

DECD  f  ^Cr°-economic  Interdependence  Among  the  United  States,  Japan,  and  Other 

Countries,"  in:  Journal  of  Policy  Modeling,  Vol.  7  (Winter  1985),  pp.  533-572. 

3Jan  Tinbergen  "How  Do  We  Manage  the  Global  Society?"  in:  The  Global  Economy  Todav 

^eXi985        mmi0n'  H°Ward  R  DidSbUry'      Ed-  ^  3"15:  Wor^urSoS 

rhe  ^mat^nl.LTSrH°bS "ThC  Stat"  " thC  W°rId*S  Largcst  Dcbtor:  ^plications  for 
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The  developing  countries  have  finally  recognised  the  inadequacy  of  a 
negotiation  strategy  which  takes  for  granted  the  uniformity  of  interests  of  the 
Group  of  77.  They  also  seem  to  have  recognised  the  limited  relevance  of  the 
great  number  in  dealing  with  economic  issues  and  the  defects  of  an  interna- 
tional economic  order  which  is  designed  as  a  mechanism  of  reparation 
payments  from  former  colonial  powers  to  their  former  colonies.  Similar 
developments  are  taking  place  in  other  countries.  Western  and  Eastern  Europe 
have  succeeded  to  de-couple  their  economic  relations  from  political  dif- 
ferences, and  a  similar  development  is  likely  to  take  place  in  the  relationships 
between  East  Europe  and  Japan  in  the  1990s.  The  fact  that  both  China  and  the 
Soviet  Union  with  their  respective  immense  potential  for  growth  have  shown 
growing  interest  in  joining  the  GATT  and  other  attempts  towards  improving 
the  trading  environment  such  as  the  Pacific  Economic  Co-operation  Exercise 
is  another  promising  development  which  the  1990s  can  capitalise  on.  However, 
these  developments  are  only  embryonic  in  nature.  They  are  highly  vulnerable 
to  any  external  shock  which  in  turn  may  occur  as  a  result  of  heavy  reliance  on 
national  response  in  adjusting  to  changes  that  increasingly  are  bound  to  have 
global  implications.  The  following  section  tries  to  demostrate  that  in  addition 
to  the  unsolved  issues  of  the  1980s,  new  issues  with  far-reaching  implications 
upon  the  process  of  globalisation  are  going  to  confront  the  1990s. 


REINVENTION  ACROSS-THE-BOARD 

A  decade  ago,  the  world  economy  was  thought  to  have  entered  an  irreversi- 
ble journey  towards  its  entropy.  Food  shortages  or  even  famine  in  many  parts 
of  the  world  led  to  the  reincarnation  of  the  Malthusian  economics.  Price  ex- 
plosion and  temporary  embargo  were  widely  understood  as  a  clear  evidence  of 
an  energy  market  that  is  heading  towards  a  collapse  because  of  lack  of  supply. 
Though  less  obvious  than  in  the  first  two  cases,  a  worsening  scarcity  was  also 
apparent  in  other  segments  of  the  commodity  market,  inspiring  some  people  to 
talk  about  the  1970s  as  the  beginning  of  an  age  in  which  countries  with  abun- 
dant natural  resources  can  exploit  their  resources  and  resource  power, 
economically  and  politically.  Even  in  the  manufacturing  sector,  labour  shor- 
tages were  thought  to  be  serious  enough  as  to  force  the  industrialised  countries 
to  relocate  at  least  the  most  labour-intensive  segments  of  their  manufacturing 
activities  to  less  developed  countries  where  labour  is  abundantly  available. 

To  our  astonishment,  the  scarcity  syndrom  of  the  1970s  has  turned  out  to 
be  short-lived.  We  had  over-looked  a  very  important  aspect  of  the  doomsday 
predictions,  namely  its  impact  upon  the  profitability  of  new  resource  invest- 
ment. Following  a  sudden  improvement  in  provitability,  no  effort  is  spared  to 
detect  the  last  drop  of  oil  or  the  last  nodule  of  other  minerals  in  the  most  dif- 
ficult terrain  on  the  one  hand  and  to  improve  the  resource  efficiency  of  any 
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economic  activity  on  the  other.  A  process  of  reinvention  across  industries  was 
set  forth  as  a  result  of  which  production  activities  have  decoupled  from 
resource  use,  making  the  1980s  a  decade  of  resource  abundance  rather  than  a 
decade  of  scarcity.  Yet,  the  reinvention  continues  vigorously,  leading 
observers  as  prominent  as  Peter  F.  Drucker  whose  economics  has  always  been 
centred  -on  knowledge  as  the  most  important  of  all  economic  resources,  to 
construct  a  scenario  of  the  global  economy  which  is  totally  different  from  those 
of  the  Club  of  Rome  and  the  World  Future  Society.  The  rest  of  the  1980s  and 
the  1990s  are  likely  to  be  confronted  with  technological  surprises  from  which 
only  few  countries  can  profit  whereas  those  countries  who  failed  to  recognise 
the  dawn  of  the  new  technologies  will  find  it  the  more  discouraging  to  par- 
ticipate in  the  global  economy. 

In  the  agricultural  sector  an  improved  method  of  farming,  harvesting  and 
post-harvest  handling  alone  have  resulted  in  a  significant  increase  in  food  sup- 
ply. Yet  more  promising  developments  are  being  made  in  a  wide  range  of  pro- 
duction technologies  such  as  genetic  engineering,  enhancement  of  photosyn- 
thetic  efficiency,  biological  nitrogen  fixation,  organic  farming  and  prevention 
of  soil  erosion.  Though  only  few  of  these  new  technologies  are  likely  to  reach 
the  commercial  stage  in  the  near  future,  their  impacts  are  expected  to  be 
revolutionary  in  nature,  leading  to  a  fierce  competition  in  the  global  market 
which  presently  has  already  been  awashed  in  grain.7  Exporters  of  palm  oil  or 
coconut  oil  will  face  fierce  competition  from  soybean  oil;  traditional  exporters 
of  shrimps  will  face  fierce  competition  from  aquaculture-based  shrimps  of  the 
industrialised  countries  themselves;  and  exporters  of  grains  will  face  a  fierce 
competition  in  an  export  market  which  is  shrinking. 

In  respect  to  industrial  raw  materials,  traditional  exporters  are  confronted 
with  a  variety  of  technological  developments  aimed  at  increased  availability  on 
the  one  hand  and  continuous  improvement  in  resource  of  efficiency  of  the 
economy.  Improved  exploration  technology,  intensified  search  for  new  uses  of 
well-known  materials,  intensified  development  of  artificial  materials  and  auto- 
mation technology  are  among  the  most  important  areas  in  which  break- 
throughs appear  to  be  within  reach  in  the  near  future.  The  result  sofar  has 
been  highly  discouraging  to  countries  whose  economy  is  crucially  dependent 
on  the  income  from  export  of  industrial  raw  materials.  Between  1974  and 
1984,  import  of  raw  materials  (SITC  2)  to  the  OECD  countries  grew  only  by 
5,6  per  cent  annually  in  value  terms  as  compared  to  9  per  cent  growth  rate  of 
total  import.  The  following  table  provides  some  clues  to  it  the  extent  to  which 
economic  growth  of  Japan,  the  United  States  and  South  Korea  has  de-coupled 

'On  the  reinvention  of  the  agriculture  see  U.S.  Office  of  Technology  Assessment,  "New 
Technologies  and  Agricultural  Productivity,"  in:  Economic  Impact,  Number  53,  pp.  15-21  USIA 

"Computed  from  Foreign  Trade  Statistics,  Series  C,  Import,  OECD  Paris,  1984. 
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from  the  growth  of  raw  material  consumption,  though  the  table  is  far  from  be- 
ing comprehensive. 

It  is  also  this  restructuring  that  stands  behind  the  present  decline  of  the  in- 
ternational oil  market.  Yet,  the  1990s  is  likely  to  be  much  more  discouraging 
than  the  1980s  as  more  technologies  are  expected  to  become  commercial  with 
major  impacts  upon  resource  efficiency.9 

Table  1 

ANNUAL  GROWTH  RATES  OF  REAL  GDP 
•  ND  RAW  MATERIAL  CONSUMPTION,  IN  PERCENTAGE 


World  Japan  USA  South  Korea 

1975-80  1980-84  1975-80  1980-84  1975-80.1980-84  1975-80  1980-84 


Real  GDP1 

5.0 

3.7 

3.6 

2.6 

10.7 

7.1J 

Raw  Material  Con- 

sumption1 

Primary  Aluminium 

6.0 

1.0 

7.0 

1.6 

6.4 

0.4 

13.3 

17.5 

Refined  Copper 

4.8 

1.1 

7.0 

4.3 

5.9 

2.2 

19.1 

'  22.3 

Lead 

2.5 

0.1 

8.5 

-0.1 

-0.5 

-0.1 

26.2 

8.7 

Nickel 

4.2 

1.0 

7.9 

3.9 

1.5 

0.3 

43.1 

0.5 

Zinc 

4.4 

1.3 

6.6 

0.7 

2.1 

2.8 

19.8 

15.5 

Tin 

1.8 

-0.7 

■4.S* 

17.6 

9.6 

Source:    1 .  Japan  and  the  United  States  from  OECD  Economic  Outlook  while  South  Korea's 
GDP  is  obtained  from  ESCAP's  Social  Statistics  1983. 

2.  1980-1983. 

3.  Metalgesellschaft  as  reproduced  in  "Pacific  Regional  Growth  and  Changing  In- 
dustrial Structure:  Effects  on  Minerals  and  Metals  Production  and  Consumption,"  a 
paper  submitted  in  1986  to  the  Pacific  Economic  Co-operation  Committee's  Task 
Force  on  Mineral  and  Energy. 

4.  Average  1972-1982. 

There  is  also  a  threat  to  a  development  strategy  which  relies  heavily  on  ex- 
port of  low-skill  labour  intensive  products  such  as  garments  and  footwear.  In- 
creased protectionism  in  the  industrialised  countries  is  one  of  the  reasons. 
What  is  more,  however,  is  the  reinvention  of  the  textile  industry,  the  electronic 
industry,  and  similar  labour  intensive  industries  behind  the  protection  wall.10 
In  this  connection,  the  keyword  is  automation,  and  it  is  not  an  accident  that 

'All  industrial  countries  are  now  experimenting  with  a  transmission  technology  in  which  silicon 
fibre  is  used  to  replace  traditional  copper  wire.  On  the  progress  of  this  experimentation  see 
OECD,  Telecommunications.  Pressures  and  Policies  for  change,  especially  Annex  I  on  the  world 
fibre  optics  industry,  Paris  1983.  The  full  impact  of  this  development  is  still  to  be  felt.  No  less  am- 
bitious is  the  plan  of  the  Soviet  Union  to  lower  the  power  consumption  and  metal  consumption  per 
unit  of  its  national  income  by  29  per  cent  and  50  per  cent  respectively  in  the  remaining  fourteen 
years  of  the  present  century.  On  this  see  "Guidelines  for  the  Economic  and  Social  Development  of 
the  USSR  for  1986-1990  and  for  the  Period  ending  in  2000,"  Novosti  Press  Agency  Publishing 
House,  1985,  p.  16. 
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the  attempts  of  automation  are  concentrated  on  the  kind  of  processes  in  which 
the  cheap  labour  of  developing  countries  is  of  economic  relevance.  It  is  in  the 
simple,,  boring  and  tiring  processes  such  as  intraplant  transportation,  cutting, 
screwing,  packing  and  book-keeping  in  which  the  robotics  has  the  most  pro- 
mising application  sofar.  While  abundant  volumes  have  been  written  on  the 
impacts  of  the  automation  drive  upon  unemployment,  leisure  and  other 
labour-related  issues,11  there  has  hardly  been  any  significant  work  on  the  way 
in  which  this  automation  is  going  to  have  implications  upon  the  global  trade. 
The  only  thing  which  seems  obvious  is  that  the  automation  technology  is  likely 
to  erode  the  comparative  advantage  of  the  developing  countries  even  in  the 
most  labour-intensive  industries. 

It  is  difficult  to  foresee  the  combined  impacts  of  the  new  technologies.  By 
accident  or  by  design,  a  considerable  part  of  them  was  or  is  designed  to  face  in- 
creased competition  from  the  developing  countries.  Even  a  country  as  rich  as 
the  Soviet  Union  in  terms  of  resource  endowment  finds  it  necessary  to  empha- 
sise the  de-coupling  of  its  net  material  product  from  resource  use  as  part  of  its 
intensive  growth  strategy,  contributing,  thereby,  to  the  bleak  outlook  for  raw 
material  exporters.  A  look  at  the  Comprehensive  Programme  of  Science  and 
Technology  Progress  among  the  CMEA  countries,12  the  EUREKA13  and 
similar  R&D  co-operation  programmes  among  the  industrialised  countries14 
will  provide  strong  reasons  for  being  concerned,  namely  that  a  de-coupling  of 
economic  activities  from  resource  consumption  and  labour  is  given  a  top 
priority  in  the  agenda  of  research  and  development  from  which  later  on  a  de- 
coupling of  the  industrialised  economies  from  the  developing  ones  can  become 
a  logical  consequence. 


10It  is  sometimes  argued  that  the  potential  for  automation  in  the  textile  industry  has  exhausted, 
implying  that  prospect  for  major  reinvention  of  this  industry  is  not  as  bright  as  the  proponents  of 
automation  tend  to  suggest.  See  for  example  Martin  Wolf,  Hans  Hinrich  Glismann,  Joseph 
Pelzman  and  Dean  Spinager,  "Costs  of  Protecting  Jobs  in  Textiles  and  Clothing,"  Trade  Policy 
Research  Centre,  London  1984.  This,  perhaps,  is  true  for  certain  segments  of  the  market,  but  not 
for  the  textile  industry  as  a  whole. 

1  'Studies  of  this  kind  do  provide  some  hints  to  the  possible  impacts  of  automation  upon  inter- 
national trade,  though  not  in  an  explicit  way.  See  for  example  Phil  Blackburn,  Rod  Coombs  and 
Kenneth  Green,  "Technology,  Economic  Growth  and  the  Labour  Process,"  Macmillan  1985. 

12On  the  details  of  the  CMEA's  Comprehensive  Programme  of  Science  and  Technology  Pro- 
gress see  Europa  Archiv,  Vol.  41,  No.  4,  1986,  pp.  D106-D114. 

I30n  the  Eureka  programme  see  Europa  Archiv,  Vol.  41,  No.  2,  1986,  pp.  D27-D44. 

l4There  also  are  national  projects  such  as  the  "Ten-year  Strategy  for  National  Science  Policy" 
of  France;  the  "Five-year  Outlook"  of  the  United  States  emanating  from  National  Science  and 
Technology  Policy,  organisation  and  Priority  Act  of  1976;  the  1980  report  on  "Technology-Based 
Japan";  and  "Technology  for  the  Future"  of  Sweden.  Other  countries  such  as  West  Germany  are 
involved  in  similar  projects.  They  shore  a  common  priority  which  is  centred  on  material 
technology,  bio-technology  and  automation.  See  OECD,  "Science  and  Technology  Policy  for  the 
1980,"  Paris  1981. 
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POLICY  IMPLICATIONS 

Some  hints  to  the  way  in  which  countries  with  high  reliance  on  commodity 
export  and  low-skill  labour  should  respond  to  the  emerging  environment  are 
needed.  Limited  knowledge  and  the  complexity  of  issues,  however,  prevents 
one  from  doing  so.  Nevertheless,  it  is  possible  to  list  here  some  of  the 
homeworks  which  need  to  be  done  in  order  to  be  able  to  formulate  an  ap- 
propriate reaction. 

First  of  all,  it  is  important  to  underline  that  the  present  decline  of  the  com- 
modity market  is  fundamentally  different  from  the  previous  ones.  According- 
ly, traditional  approach  of  commodity  agreements  is  unlikely  to  be  in  a  posi- 
tion to  hold  exporters  together  and,  thereby,  to  revive  the  commodity  market 
by  suppressing  the  supply.  Unless  new  uses  for  existing  materials  can  be.  pro- 
moted, the  market  will  continue  to  be  depressed.  This  implies  a  need  for  new 
modes  of  commodity  co-operation  in  which  R&D  co-operation  should  be 
given  top  priority. 

Secondly,  the  process  of  de-coupling  between  economic  growth  and 
resource  consumption  might  not  have  taken  place  or  might  have  been  much 
slower  as  to  provide  sufficient  room  for  a  smooth  adjustment,  had  commodity 
exporters  refrained  from  overstretching  their  resource  power  in  the  1970s.  This 
is  an  argument  for  a  stable  environment  on  which  indeed  the  whole  idea  of  the 
New  International  Economic  Order  was  based.  In  retrospect  one  can  say  that 
the  failure  of  UNCTAD  to  mobilise  real  support  for  the  NIEO  was  partly  due 
to  OPEC's  determination  to  exploit  to  the  utmost  the  volatile  oil  market  of  the 
1970s,  undermining  the  credibility  of  the  Group  of  1977  as  regards  its  pur- 
suance of  the  STABEX  scheme  or  the  Integrated  Commodity  Programme. 

Thirdly,  more  and  more  attention  needs  to  be  given  to  science  and 
technology  with  the  help  of  which  international  competitiveness  ~  the  concept 
of  competitiveness  is  only  of  relevance  in  a  global  context  ~  can  improve,  not 
only  in  the  industry  in  which  a  particular  technology  originates  but  also  in  a 
wide  range  of  industries  as  learning  by  using  leads  to  positive  externalities.  No 
doubt,  the  obstacles  are  formidable.  Not  only  the  base  of  science  and 
technology  is  extremely  narrow  in  terms  of  laboratories,  personnel  and  finan- 
cial support,15  there  exists  also  an  ambivalence  towards  science  and 
technology.  Unless  people  are  convinced  that  science  and  technology  are 
nothing  less  but  deciphered  laws  of  nature  —  a  reawakened  Adam  Smith  would 
have  added  to  his  Inguiery  that  the  deciphering  of  these  laws  and  some 
manipulation  thereof  are  the  ultimate  causes  of  the  wealth  of  nations  ~  favour- 

l3Behincl  the  scientific  and  technological  achievements  there  stand  R&D  personnel,  con- 
stituting 5.8  per  cent  of  the  total  labour  force  of  the  United  States,  10.4  per  cent  in  the  case  of 
Japan,  12.2  per  cent  in  the  case  of  West  Germany,  9.8  percent  in  the  case  of  France,  and  as  high  as 
14  per  cent  in  the  case  of  Switzerland.  Sec  OECD  (1981),  p.  18. 
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able  attitude  towards  science  and  technology  is  unlikely  to  gain  momentum.  In 
view  of  these  obstacles  and  the  very  long  gestation  period  of  educational  in- 
vestment -  in  the  long-run  we  are  all  dead  ~  simultaneous  efforts  need  to  be 
made  use  of  existing  scientific  and  technological  capabilities,  however  limited 
they  may  be. 

It  is  important  to  recognise  that  new  technologies  can  develop  prior  to 
scientific  explanation  as  Nathan  Rosenberg  recently  documented  in  an  ex- 
cellent way.16  It  was  not  science  that  brought  our  forefather  down  from  trees 
to  cave  and  then  to  man-made  home.  A  wide  range  of  technologies  have  infact 
progressed  ahead  of  science  or  on  the  basis  of  existing  scientific  knowledge. 
For  such  a  process  to  take  place,  however,  a  conducive  environment  is 
necessary.  An  engineering  of  economic  environment  can,  in  other  words,  turn 
out  to  be  as  productive  as  science  in  innovating  new  technologies.  For  this  pur- 
pose, issues  as  diverse  as  government's  financial  support  to  R  &  D  activities, 
government's  role  in  establishing  linkages  between  R&D  centres  and  the 
private  sector  as  main  user  of  technology,  trading  and  investment  environment 
that  encourage  enterpreneurs  to  engage  in  risky  undertakings  instead  of 
squeezing  any  possible  rent  from  government  regulations,  and  protection  of 
intellectual  properties  need  to  be  addressed. 

Fourthly,  developing  countries  need  to  dissociate  themselves  from  the  illu- 
sion of  self-sufficiency  in  science  and  technology,  however  patriotic  the  con- 
cept of  self-sufficiency  may  sound.  The  incompleteness  of  science  and  the  ab- 
surdity of  a  Universal  Truth  Machine  will  never  allow  a  self-sufficiency  in 
science  and  technology  to  become  a  reality.  The  four  modernisations  of  China 
are  to  some  extent  a  logical  consequence  of  the  recognition  of  the  limitations 
to  which  a  policy  of  self-reliance  in  science  and  technology  is  subject.  Access  to 
new  technologies  is  perhaps  the  dominant  factor  behind  the  desire  of  the 
Soviet  Union  to  join  the  GATT  and  the  Pacific  Economic  exercise.  Even  coun- 
tries as  advanced  as  the  United  States,  Japan  or  West  Germany  find  it 
necessary  to  engage  in  a  series  of  international  co-operation  in  the  field  of 
science  and  technology.  Against  this  background  of  intensified  co-operation 
among  the  industrialised  countries  and  the  declining  attractiveness  of  develop- 
ing countries  to  import-substituting  investment  and  resource  investment,  the 
ambivalency  towards  foreign  direct  investment  is  difficult  to  justify.  Foreign 
companies  may  have  disappointments  in  some  respects  in  the  same  way  in 
which  domestic  companies  have  failed  to  fulfill  some  of  the  tasks  they  are  ex- 
pected to  meet.  As  far  as  technological  development  in  developing  countries  is 
concerned,  however,  there  is  no  real  alternative  to  foreign  direct  investment, 
the  more  so  in  a  global  environment  in  which  costly  R  &  D  is  growing  in  impor- 
tance  as  a  source  of  progress. 

"Nathan  Rosenberg.  -Inside  the  Black  Box:  Technology  and  Economics,"  Cambridge 
Umvers.ty  Press  1982,  reprinted  in  1985.  See  also  from  the  same  author  -Technology  and 
American  Economic  Growth,"  Harper  &  Row,  1972. 
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Fifthly,  an  argument  in  favour  of  a  stronger  engagement  of  the  govern- 
ment in  the  formulation  and  implementation  of  science  and  technology  policy 
does  not  necessarily  mean  direct  involvement  through  monopolistic  state 
enterprises.  The  cautious  attitude  of  some  countries  towards  so-called  in- 
dustrial targeting  is  not  without  reasons.  Some  observers  tend  to  trace  back  the 
declining  competitiveness  of  the  British  telecommunication  industry  to  the 
monopoly  of  the  British  PTT  as  a  result  of  which  the  British  telecommunica- 
tion industry  which  in  terms  of  invention  is  of  equal  rank  with,  if  not  superior 
to  other  country's  telecommunication  industries,  proved  insentive  to  market 
demand,  domestically  and  internationally.17  For  an  industrial  targeting  to  suc- 
ceed, various  conditions  need  to  be  met.  The  decision  of  the  US  Government 
to  start  her  industrial  targeting  exercise  with  the  Very  Rapid  Speed  Integrated 
Circuit  (VRSI)  project  was  based  on  the  recognition  that  the  technology  is 
generic,  that  is  a  technology  with  wide  application  across  industries;  that  the 
VRSI  is  a  product  with  a  big  potential  for  growth;  and  that  the  industry  is 
competitive  enough  as  to  allow  competition  between  magnificants  to  prevail.18 

Finally,  efforts  towards  policy  co-ordination  need  to  be  vigorously  pro- 
moted. It  is  imperative  for  us  to  join  every  possible  initiatives  aimed  at  for- 
mulating co-ordinated  reactions  to  changes  which  are  rapidly  globalising.- 


USSR  and  the  Asia-Pacific  Region 

Gennady  CHUFRIN 


In  the  numerous  forecasts  of  the  global  development  which  have  appeared 
in  recent  years  increasing  importance  in  the  system  of  international  economic 
and  political  relations  is  accorded  to  the  Asian-Pacific  region.  These  forecasts 
are  motivated,  firstly,  by  the  abundance  of  mineral,  power  and  other  valuable 
natural  resources  in  the  region;  secondly,  by  the  rapidly  growing  technological 
and  scientific  potential  of  a  number  of  local  countries;  thirdly,  by  the  inten- 

Dr.  Gennady  Chufrin  is  Head  of  the  Department,  Institute  of  Oriental  Studies,  Moscow. 

l7See  Jill  Hills,  "Information  Technology  and  Industrial  Policy,"  Croom  Helm,  1984. 

l8See  Glenn  R.  Fong,  The  Potential  for  Industrial  Policy:  Lessons  from  the  Very  High  Speed 
Integrated  Circuit  Program,  in:  Journal  of  Policy  Analysis  and  Management,  Vol.  5  (Winter 
1986),  pp.  264-291. 
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sification  of  intraregional  trade,  investment,  credit  and  other  economic  ac- 
tivities. All  these  factors  have  already  contributed  to  the  creation  of  a  huge 
production  potential  of  the  region  in  the  last  few  decades  and  may  contribute 
to  the  further  growth  of  the  welfare  of  the  peoples  living  in  this  part  of  the 
globe. 

However,  at  the  beginning  of  the  1980s  the  high  rates  of  growth  of  many 
regional  countries  which  they  enjoyed  for  quite  a  considerable  period  of  time, 
started  to  slow  down  and  in  some  of  them  became  even  negative  due  to  crisis 
developments  in  the  world  economy.  These  negative  trends  became  common 
for  almost  every  country  of  the  area,  but  they  were  especially  painful  for  the 
developing  states  that  suffered  and  continue  to  suffer  from  the  fluctuation  of 
world  prices  for  basic  items  of  their  raw  material  exports  (including  crude  oil) 
and  intensification  of  protectionism  in  relation  to  their  industrial  exports  at 
western  markets.  External  debts  of  many  Asian-Pacific  countries  have  grown 
substantially. 

One  should  comprise  that  the  economic  progress  of  the  Asian-Pacific 
states,  and  especially  the  developing  ones,  is  impeded  not  only  by  purely 
economic  but  also  by  quite  tangible  domestic  and  foreign  policy  factors  which 
lead  to  local  conflicts,  ethnic  and  religious  strife  and  political  instability.  Keep- 
ing substantial  armed  forces,  increasing  annually  their  military  budgets  and 
making  mass  arms  purchases  abroad,  these  countries  divert  for  military  pur- 
poses considerable  resources  acutely  needed  for  their  national  economic 
development.  It  is  quite  obvious,  therefore, .  that  the  Asian-Pacific  countries 
have  a  dire  need  of  detente  and  a  political  atmosphere  in  the  area  of  the  world 
which  would  be  conducive  to  peaceful  creative  labour,  consolidation  of  their 
national  independence  and  mutually  beneficial  co-operation. 

The  aggravation  of  the  international  situation  in  the  Asian-Pacific  region 
may  pose  a  grave  threat  to  the  security  of  the  peoples  inhabiting  it.  And 
though  on  the  whole  the  Asian-Pacific  region  has  not  as  yet  been  militarised  to 
the  extent  Europe  has,  the  potentialities  of  its  militarisation  are  truly  immense 
and  the  consequences  are  extremely  dangerous. 

In  this  context  highly  important  is  the  stand  taken  by  each  and  every  nation 
on  the  question  of  preserving  international  stability  and  promoting  co- 
operation in  the  region.  Such  approach  is  only  natural  in  a  multi-polar  world 
we  live  now.  As  far  as  the  Soviet  Union  is  concerned,  which  is  also  an  Asian 
and  Pacific  country,  it  is  well  prepared  to  take  its  share  of  responsibility  with 
regard  to  the  overall  political,  economic  and  strategic  situation  in  the  region 
and  to  elucidate  the  principles  by  which  the  Soviet  Union  is  guided  in  pursuing 
its  foreign  policy  in  this  exceptionally  important  region  of  the  world. 

It  must  be  emphasised  first  and  foremost  that  the  line  followed  by  the 
Soviet  Union  in  the  Asian-Pacific  region  conforms  to  the  general  aims  and 
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tasks  of  the  Soviet  foreign  policy,  namely  ensuring  international  detente, 
broad  international  co-operation  and  universal  security  on  the  basis  of  obser- 
vance of  the  principles  of  peaceful  co-existence  between  countries  with  dif- 
ferent political  and  social  systems. 

These  objectives  are  furthered  by  a  whole  series  of  Soviet  foreign  policy  in- 
itiatives, including  the  initiatives  taken  most  recently  and  aimed  at:  (a)  creating 
a  stable  favourable  climate  in  the  Asian-Pacific  region  through  the  formula- 
tion of  a  ''code  of  conduct"  by  the  states  of  the  region  on  a  mutually  accep- 
table basis;  and  (b)  settling  the  existing  disputes  and  conflict  situation  through 
negotiations,  without  the  use  of  force  or  its  threat. 

.  Central  among  these  initiatives  is  the  set  of  proposals  put  forward  by 
General  Secretary  M.S.  Gorbachev  in  his  speech  in  Vladivostok  at  the  end  of 
July,  1986. 

It  is  presumed  that  Indonesians  are  well  acquainted  with  the  sum  and 
substance  of  these  proposals  and,  therefore,  the  emphasis  here  is  that  they  pre- 
sent an  offer  to  the  international  community  of  the  Asian-Pacific  region  in  all 
sincerity  to  pool  the  efforts  of  all  the  regional  states  regardless  of  their  social 
system  in  the  name  of  ensuring  peace  and  stability  on  the  basis  of  a  broad  con- 
cept of  security,  which  could  include  the  five  principles  of  peaceful  co- 
existence and  the  Ten  Bandung  Principles.  In  the  Soviet  Union's  view,  it  is 
worthwhile  in  this  context  to  give  . the  closest  attention  to  a  number  of  the. 
initiatives  of  the  Mongolian  People's  Republic,  Korean  People's  Democratic 
Republic,  the  countries  of  Indochina,  ASEAN  and  India  calling  for  the  non- 
use  of  force  in  relations  between  the  states  for  Asia  and  the  Pacific,  for 
creating  nuclear-free  zones,  respect  for  national  sovereignty  and  confidence- 
building  measures  in  the  military-political  field. 

The  Soviet  Union  proposes:  (a)  to  reach  an  international  agreement  that 
will  effectively  stop  the  proliferation  of  nuclear  weapons  in  the  region  and  pre- 
vent their  build-up  here;  (b)  to  reduce  radically  armed  forces  and  conventional 
armaments  accummulated  in  the  region  to  limits  of  reasonable  sufficiency;  (c) 
to  reduce  the  naval  activities  in  the  Pacific,  in  particular,  those  of  nuclear- 
armed  ships;  (d)  to  settle  the  existing  regional  conflicts  at  an  early  date;  (e)  to 
switch  to  practical  discussions  on  confidence-building  measures  and  on  the 
non-use  of  force  in  the  Asian-Pacific  region;  and  (f)  to  facilitate  regional 
economic  co-operation. 

It  is  to  be  emphasised  here  that  by  setting  forth  these  proposals  the  Soviet 
Union  does  not  claim  any  privileges  and  a  special  position  for  itself  and  does 
not  attempt  to  strengthen  its  security  at  someone  else's  expense  or  to  the  detri- 
ment of  other  states. 

Adhering  to  these  general  principles  of  its  foreign  policy  in  the  Asian- 
Pacific  region  as  a  whole,  the  Soviet  Union  is  sincerely  interested  in  creating  a 
zone  of  peace  and  stability  in  Southeast  Asia  for  some  specific  reasons. 
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Thus,  the  Soviet  Union  has  significant  and  growing  economic  interests  in 
the  Asian-Pacific  region  as  a  whole  and  in  Southeast  Asia  in  particular. 
Evidence  of  this  is,  in  particular,  the  fact  that  the  Soviet  trade  turnover  with 
Japan,  China,  the  Korean  People's  Democratic  Republic,  the  countries  of  In- 
dochina and  ASEAN  members,  Australia  and  New  Zealand  almost  trebled  in 
the  period  from  1975  to  1985.  And  it  is  important  to  stress  that  this  turnover 
and,  especially,  Soviet  export  to  countries  of  the  Asian-Pacific  region  grew  in 
these  years  faster  than  the  total  Soviet  foreign  trade.  As  for  Southeast  Asia 
proper,  the  volume  of  Soviet  trade  with  the  countries  of  this  sub-region  grew 
even  faster,  increasing  5.7  times  jn  1975-1985,  with  export  rising  by  675  per 
cent  and  import  by  277  per  cent.  Thus,  Southeast  Asia  has  acquired  a  substan- 
tially higher  share  in  the  Soviet  Union's  trade  with  the  countries  of  the  Asian- 
Pacific  region  as  a  whole.  Thus,  while  in  1975  the  share  of  Southeast  Asia 
equalled  15.9  per  cent  of  the  value  of  the  Soviet  export  to  the  countries  of  the 
Asian-Pacific  region,  9.4  per  cent  of  import  and  11.7  per  cent  of  total  trade 
turnover,  ten  years  later  these  figures  were  37.0,  15.0  and  24.6  per  cent.  In 
other  words,  Southeast  Asia  is  economically  an  extremely  important  sub- 
region  for  the  Soviet  Union  and  the  USSR  intends  to  actively  develop  its  trade 
and  economic  relations  with  the  countries  of  Indochina  and  with  ASEAN 
member  countries.  It  is  quite  obvious  that  the  normalisation  of  the  interna- 
tional situation  in  Southeast  Asia  is  an  important  condition  for  the  realisation 
of  this  task.  For  the  same  reasons  the  Soviet  Union  is  interested  in  ensuring  the 
safety  of  the  international  trade  sea  routes  passing  through  Southeast  Asia. 

The  preservation  of  the  atmosphere  of  tension  and  instability  in  Southeast 
Asia  is  against  the  national  interests  of  the  Soviet  Union  also  for  purely 
political  reasons.  It  was  precisely  destabilisation  of  the  situation  in  this  sub- 
region  in  connection  with  the  so-called  "Kampuchean  problem"  that  was  used 
by  American  diplomacy  for  restoring  the  presence  and  consolidating  the  posi- 
tions of  the  USA  in  Southeast  Asia,  which  were  substantially  weakened  as  a 
result  of  the  US  defeat  in  the  Vietnam  War  and  the  liquidation  of  the  military 
bases  in  Thailand  in  the  middle  of  the  1970s.  On  the  other  hand,  the  earliest 
settlement  of  the  conflict  here  by  political  means  and  normalisation  of  the  in- 
ternational situation  would  deprive  the  USA  of  any  pretext  for  interference  in 
the  affairs  of  Southeast  Asia  and  will  foil  the  US  intentions  to  turn  ASEAN  in- 
to a  military-political  alliance. 

One  of  the  fundamental  principles  of  Soviet  foreign  policy  in  general  and 
in  Southeast  Asia  in  particular  is  the  fact  that  the  Soviet  Union  regards  it  as  its 
duty  to  extend  assistance  and  support  to  the  peoples  fighting  for  a  better 
future,  for  independence  and  freedom,  against  all  form  of  aggression  and  in- 
terference from  outside.  Following  this  principle  in  Southeast  Asia,  the  Soviet 
Union  extends  all  possible  moral  and  political  support  and  material  aid  to  the 
peoples  of  Indochina. 
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Soviet- Vietnamese  co-operation,  developing  in  accordance  with  the  treaty 
of  November  3,  1978,  and  the  long-term  programme  for  the  development  of 
economic,  scientific  and  technical  co-operation  adopted  in  October  1983,  em- 
braces the  majority  of  key  branches  of  Vietnam's  economy.  At  present  the 
USSR  is  providing  technical  assistance  to  Vietnam  in  building  and  designing 
some  100  projects  in  the  field  of  hydropower  engineering,  coal  mining  and 
building  materials  production.  Work  is  going  on  also  under  an  agreement  on 
joint  geological  oil  and  gas  prospecting  and  production  on  the  continental 
shelf. 

The  Soviet  Union  is  expanding  its  economic  ties  with  Laos  where  Soviet 
organisations  are  providing  technical  assistance  in  building  food-processing 
and  construction  materials  enterprises,  hospitals  and  educational  establish- 
ments and  in  the  development  of  transport. 

Large-scale  Soviet  assistance  is  extended  also  to  Kampuchea  in  building 
projects  in  industry,  power  development,  transport  and  agriculture  and  train- 
ing national  personnel.  The  Soviet  Union  helped  to  restore  the  country's  only 
deepwater  port  at  Kampongsaom  where  a  special  mooring  pier  was  built  for 
the  delivery  and  storage  of  oil  products  and  where  all  loading  and  unloading 
operations  are  done  by  modern  equipment. 

Maintaining  close  relations  with  the  countries  of  Indochina,  the  Soviet 
Union  at  the  same  time  consistently  promotes  co-operation  with  the  ASEAN 
countries  and  all-round  relations  with  them.  A  testimonial  of  this  is  the  ex- 
change of  visits  at  a  high  governmental  level  between  the  USSR,  Indonesia, 
Malaysia  and  the  Philippines  in  the  last  few  years,  in  the  course  of  which  im- 
portant agreements  were  signed  on  questions  of  trade-economic,  scientific- 
technical  and  cultural  relations. 

Lastly,  there  is  one  more,  military-defence  aspect  of  the  Soviet  foreign 
policy  which  in  the  West  is  seen  as  almost  overriding  element  among  the 
priorities  of  the  Soviet  Union's  foreign  policy  in  Southeast  Asia.  But  in  any 
unbiased  appraisal  of  this  aspect  account  must  be  taken  of  the  fact  that,//rj/- 
ly,  the  Soviet  Union  is  a  Pacific  power  and  therefore  has  the  full  right  to  pro- 
tect its  national  interests  in  the  Pacific  Basin,  including  the  security  of  the 
Soviet  Far  East  and  freedom  of  navigation  in  international  waters.  Secondly, 
the  Soviet  Union  has  repeatedly  approached  the  USA  with  proposals  for  the 
mutual  limitation  of  the  activities  of  their  navies  and  also  for  the  limitation 
and  reduction  of  naval  capability  which,  if  implemented,  would  contribute  to 
the  normalisation  of  the  situation  in  the  Pacific  Basin.  Regrettably,  the  United 
States  has  thus  far  refused  to  enter  into  constructive  talks  on  these  questions 
with  the  Soviet  Union,  laying  its  stake,  it  seems,  on  the  qualitative  and  quan- 
titative build-up  of  its  naval  forces  in  the  Pacific  Basin,  including  Southeast 
Asia,  where  the  USA  has  its  biggest  military  bases  abroad. 
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Indonesia  and  the  Asia-Pacific  {Region  in  the  1990s: 
Prospects  for  RegionarCo-operation 


J.  Soedjati  DJIWANDONO 


The  1990s  are  but  less  than  a  decade  away.  Barring  a  sudden  turn  of  events 
affecting  in  some  crucial  way  the  present  general  balance  of  power  or,  if  you 
like,  "correlation  of  forces"  in  the  Asia-Pacific  region,  it  seems  that  current 
trends  are  likely  to  continue  till  the  next  decade. 

One  can  hardly  fail  to  take  note  of  the  ever  increasing  tendency,  if  not 
fashion,  in  many  discussions  on  questions  of  international  politics  for  at  least 
the  past  decade,  especially  since  the  introduction  of  the  idea  of  the  Pacific 
Basin  Community,  to  treat  the  part  of  the  world  that  lies  roughly  within  and 
on  the  Pacific  rim  with  all  the  countries  therein  as  a  region,  that  is  to  say,  an 
international  subsystem,  in  its  own  right.  The  case  has  been  more  and  more 
frequently  made  with  some  degree  of  cogency  for  considering  the  region  in 
that  sense  not  only  in  geographic  terms  but  also  in  terms  of  the  high  economic 
growth,  interaction  and  interdependence,  particularly  in  the  form  of  trade, 
between  the  major  powers  of  the  region,  surpassing  those  of  other  parts  of  the 
world,  including  even  the  heretofore  dominant  areas  of  the  Atlantic  and  the 
Mediterranean.  It  points  to  what  seems  to  be  regarded  as  evidence  of  the  fulfil- 
ment of  age-old  predictions  offered  by  visionary  statesmen  of  centuries  past  on 
the  growing  importance  of  the  Pacific. 

However,  if  the  geographic  delimitation  of  the  Asia-Pacific  region  is  at 
best  uncertain  as  reflected  by  the  various  designations  in  reference  to  it,  ef- 
forts at  a  regional  approach  made  thus  far  to  the  problems  and  activities  with  a 
view  to  institutionalising  the  interaction  in  the  region  on  state-to-state  level  are 
]yet  to  be  realised.  The  idea  of  the  Pacific  Basin  Community,  for  example 
'seems  to  have  been  laid  to  rest  at  least  for  the  time  being,  and  that  of  Pacific 
^economic  co-operation  appears  to  be  going  through  a  laborious  process 
ttoward  its  fruition,  let  alone  of  alliances  or  any  other  forms  of  multilateral 
ssecurity  co-operation  or  arrangement. 

To  be  sure,  a  group  of  nations  in  any  region  are  likely  to  constitute  an  in- 
ternational subsystem  not  only  on  account  of  their  geographical  proximity  but 
aalso,  and  more  particularly,  to  the  extent  that  they,  together,  make  it  out  to  be, 
•  hat  is,  the  extent  to  which  they  engage  themselves  in  intensive,  continuous  and 
jmore  or  less  institutionalised  intercourse  and  interaction  with  one  another. 
Dr.  J.  Soedjati  Djiwandono  is  Head  of  the  Department  of  International  Relations,  CSIS. 


244 


THE  INDONESIAN  QUARTERLY,  XV/2 


Contrary  to  conventional  wisdom,  socio-cultural  homogeneity,  which  of 
course  does  not  characterise  the  Asia-Pacific  region,  does  not  seem  to  be  a 
necessary  condition  for  any  part  of  the  world  to  qualify  itself  as  a  region  or  a 
regional  community  as  an  international  sub-system.  The  present  international 
system  or  international  society  that  has  been  brought  about  by  intensive  and 
continuous  interaction  between  the  sovereign  states  is  not  marked  by 
homogeneity.  Nor  is  such  homogeneity  to  be  found  in  many  of  the  sovereign 
states  themselves. 

It  seems  true,  nonetheless,  that  the  diversity  among  the  numerous  states  in 
the  vast  Asia-Pacific  region  in  terms  of  social,  political,  and  economic  system, 
ideological  orientation,  the  stage  of  national  development  and  therefore  order 
of  priorities,  national  history  and  tradition,  not  to  speak  of  national  aspira- ' 
dons  and  security  perception,  is  likely  to  be  in  the  way  of  regional  co- 
operation. It  seems  that  it  is  for  this  reason  as  well  as  other  considerations  of 
its  own,  with  the  obvious  exception  of  ASEAN,  that  Indonesia  has  so  far 
placed  greater  emphasis  on  its  relations  with  the  countries  of  the  Asia-Pacific 
region  on  a  bilateral  than  regional  basis.  On  the  latter  Indonesia  has  tended  to 
move  with  greater  caution. 

n 

The  Asia-Pacific  region  is  so  vast,  comprising  so  many  and  diverse  coun- 
tries in  terms  such  as  referred  to  earlier,  that  the  prospect  for  a- successful 
regional  co-operation  for  the  whole  region  does  not  seem  to  be  very  promising, 
at  least  in  the  foreseeable  future.  Even  within  a  far  more  limited  regional 
framework  of  ASEAN,  which  comprises  a  mere  half  a  dozen  nations,  so  much 
is  left  to  be  desired.  In  spite  of  certain  basic  common  interests  and  common 
problems,  social  and  cultural  affinity  if  not  homogeneity,  and  to  a  large  extent 
common  aspirations  among  its  member  states,  the  promotion  of  regional  co-  ; 
operation  within  the  ASEAN  framework  has  proved  to  be  full  of  knots. 

In  the  economic  field,  for  instance,  and  more  particularly,  in  fact,  in  this 
field,  co-operation  within  ASEAN,  despite  its  almost  two  decades  of  existence, 
has  been  miserably  lacking.  Indeed,  the  competitive  nature  of  the  ASEAN 
economies  has  often  been  cited  as  the  principal  obstacle  to  regional  co- 
operation. But  while  there  is  certainly  a  lot  of  truth  in  that  argument,  there  are 
indications  that  prejudice  and  shortsightedness  have  been  among  the  con- 
tributing  factors. 

Besides,  nor  has  co-operation  in  the  political  and  other  fields,  which  is  of 
no  less  significance,  proceeded  without  impediments  as  a  result  of  differences 
in  perception  of  vital  national  interest,  particularly  as  related  to  the  question 
of  external  threats  to  national  and  regional  security.  Differing  threat  percep- 
tions and  priorities  in  security  matters  have  thus  come  into  play. 
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This  is  by  no  means  to  suggest  that  ASEAN  has  been  a  complete  failure 
and  therefore  has  no  future.  It  has  been  highly  successful  in  promoting  a  com- 
mon sense  of  belonging,  unity  and  solidarity  among  its  member  states.  It  has 
largely  contributed  to  the  creation  and  maintenance  of  good-neighbourly  con- 
duct and  relations  and  therefore  of  a  favourable  political  climate  that  helps  to 
ensure  greater  stability  and  security  for  the  region,  which  is  needed  for  the  pur- 
suit of  national  development. 

It  does  suggest  that  neither  the  relative  success  of  ASEAN  in  some  respects 
nor  the  lack  of  it  in  some  others  should  be  exaggerated  in  any  attempt  to  ap- 
praise the  performance  of  the  association.  What  has  been  achieved  so  far  will 
definitely  serve  as  a  strong  foundation  for  its  future  performance.  But  it  is  cer- 
tain that  'for  the  continued  and  greater  viability  of  ASEAN  a  lot  of  work  needs 
to  be  done.  Prejudices  and  shortshightedness  in  perceiving  and  defining  na- 
tional interests  must  be  overcome.  Serious  efforts  should  be  undertaken  for 
the  promotion  of  wider  and  more  intensive  co-operation  within  the  ASEAN 
framework. 

So  far  ASEAN  has  been  the  cornerstone  of  Indonesia's  foreign  policy.  In 
spite  of  its  shortcomings  and  without  in  the  least  overlooking  them,  In- 
donesia's perception  of  national  and  regional  security  is  closely  linked  with  the 
nature  of  her  relationship  with  her  immediate  neighbours.  Here  lies  the 
strategic  significance  of  ASEAN. 


HI 

Indeed,  at  the  beginning  of  this  year  the  Indonesian  foreign  minister  stated 
that  more  attention  would  be  given  to  Indonesia's  bilateral  relations  with 
countries  in  the  eastern  and  southeastern  regions.  He  said  that  Indonesia  has 
tended  to  neglect  developments  in  the  eastern  and  southeastern  neighbour  na- 
tions because  she  had  been  to  preoccupied  with  events  in  mainland  Southeast 
Asia.  In  fact,  in  view  of  the  strain  that  has  arisen  on  and  off  for  the  past  few 
years  in  the  relations  between  Indonesia  and  her  eastern  and  southeastern 
neighbours,  particularly  PNG  and  Australia,  such  a  stronger  tilt  of  Indone- 
sia's foreign  policy  toward  PNG,  Australia  and  the  South  Pacific  island  states 
is  appropriate. 

It  is  to  be  noted,  however,  that  at  the  same  time  it  was  maintained  that  In- 
donesia's greater  attention  to  that  region  should  not  be  construed  as  a  shifting 
of  focus  of  her  foreign  policy  away  from  the  South  China  Sea.  Furthermore, 
Indonesia's  reorientation  to  the  Pacific  region  did  not  imply  that  she  was  seek- 
ing membership  in  the  South  Pacific  Forum,  for  as  the  Minister  stated,  it 
"could  cause  some  complications  to  become  member  of  two  regional  organi- 
sations, ASEAN  and  the  South  Pacific  Forum."  At  best,  the  possibility  of 
seeking  an  observer  status  in  that  forum  would  be  studied. 


246 


THE  INDONESIAN  QUARTERLY,  XV/2 


On  the  other  hand,  it  may  be  argued  that  the  possibility  of  PNG,  for  exam- 
ple, becoming  a  member  of  ASEAN,  which  has  actually  been  requested  by 
PNG  itself,  may  merit  a  serious  examination  on  its  own  account.  But  this 
aside,  which  would  amount  to  an  enlargement  of  ASEAN's  membership  with 
all  the  inherent  problems  that  such  an  enlargement  is  likely  to  carry,  relations 
with  Indonesia's  eastern  and  southeastern  neighbours,  if  on  bilateral  basis, 
may  meanwhile  also  be  founded  upon  the  same  principles  and  spirit  of  good- 
neighbourliness  as  underlying  the  establishment  of  ASEAN  regional  co- 
operation. This  will  certainly  be  a  stronger  foundation  for  better  mutual 
understanding  that  will  help  both  sides  to  ride  out  the  fitful  periods  of  tension 
in  their  relations  that  are  likely  to  recur  in  the  future  given  the  continued  dif- 
ferences in  perception,  historical  traditions,  and  geopolitical  setup.  In  short,  it 
will  be  a  stronger  basis  for  improvement  of  relations  and  promotion  of  closer 
co-operation  in  the  future. 

Thus  the  focus  of  Indonesia's  foreign  policy  on  ASEAN  as  it  is  today  is  to 
continue.  But  with  greater  importance  attached  to  her  relations  with  her 
eastern  and  southeastern  neighbours,  ASEAN  will  continue  to  be  a,  if  not  the, 
cornerstone  of  Indonesia's  foreign  policy  in  the  next  decade.  Besides,  of  no 
less  significance  will  be  Indonesia's  continued  bilateral  rather  than  regional  or 
multilateral  approach  to  the  Asia-Pacific  region. 

Such  a  position  seems  to  be  shared  by  the  rest  of  the  ASEAN  member 
states.  The  so-called  5  plus  1,  later  6  plus  1  formula,  following  Brunei 
Darussalam's  entry  into  ASEAN,  as  a  format  for  dialogue  between  ASEAN 
on  the  one  hand  and  each  of  a  certain  number  of  Pacific  powers  (Japan, 
Canada,  the  United  States,  New  Zealand,  and  Australia),  rather  than  as  a 
group,  on  the  other,  has  been  a  reflection  of  this  common  position.  More 
categorically,  it  was  agreed  at  the  post-ministerial  meeting  between  ASEAN 
foreign  ministers  and  their  Pacific  dialogue  partners  following  the  17th 
ASEAN  Foreign  Ministers'  Meeting  held  in  Jakarta  from  9  to  11  July  1984 
that  the  ASEAN  states  would  at  this  stage  approach  co-operation  among  the 
countries  of  the  Asia-Pacific  region  not  as  an  organisation  or  an  institution  but 
rather  as  a  free  exchange  of  views  on  the  basis  of  common  interest  and  mutual 
benefit. 

If  some  embrionic  form  of  regional  co-operation  may  be  inferred  at  all, 
this  may  have  been  the  initial  pragmatic  approach  to  the  Asia-Pacific  region 
beginning  not  with  the  establishment  of  a  new  organisation  or  association  but 
with  a  concrete  programme  of  human  resources  development  to  be  undertaken 
through  an  exchange  of  services  between  the  ASEAN  states  and  their  five 
Pacific  dialogue  partners  referred  to  above.  This  may  be  said  to  be  a  further 
development  of  the  6  plus  1  into  a  6  plus  5  formula.  Implementation  of  this 
programme  remains  to  be  seen.  But  is  seems  clear  that  its  success  Would  sustain 
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the  momentum  toward  a  more  meaningful  regional  co-operation  than  the  mere 
organisation  of  a  cumbersome  association  covering  such  a  large  area  compris- 
ing such  a  diverse  combination  of  nations  as  the  Asia-Pacific  region. 


IV 

The  idea  of  a  comprehensive  and  all-embracing  form  of  regional  co- 
operation, be  it  the  so-called  Helsinki-style  of  dialogue  and  agreements  or  a 
"comprehensive  system  of  international  security"  for  the  Asia-Pacific  region 
as  suggested  by  Mr.  Gorbachev  in  his  speech  at  Vladivostok  on  28  July  this 
year  -  quite  aside  from  his  real  intentions  and  interests  behind  them,  noble 
and  altruistic  or  otherwise  ulterior  ~  does  not  seem  to  be  realistic  under  the  cir- 
cumstances. To  attempt  to  apply  specifically  European  experience  that  has 
arisen  out  of  specifically  European  conditions,  which  is  what  the  Helsinki 
Agreement  is  all  about,  to  the  Asia-Pacific  region  is  to  overlook  the  diversity 
and  complexity  of  this  region  that  Mr.  Gorbachev  himself  recognised  in  the 
very  same  speech.  In  contrast  to  Europe,  the  Asia-Pacific  region  is  not  as  neat- 
ly divided  in  terms  of  security  alliances,  ideological  orientations,  and  socio- 
political and  economic  systems. 

Mr.  Gorbachev  also  referred  to  what  he  perceived  as  attempts  at  the  exten- 
sion of  NATO  into  the  Asia-Pacific  region.  But  even  if  that  should  be  the  case, 
provided  the  same  were  to  apply  to  the  Warsaw  Pact  (Is  this  what  Mr.  Gor- 
bachev had  in  mind?),  the  outcome  would  be  one  that  would  precisely  be  more 
appropriate  for  a  Helsinki-type  of  conference  and  agreements.  But  this  is  far 
from  suggesting  that  such  a  fanciful  design  operate  in  the  Asia-Pacific  region, 
which  would  imply,  if  only  tacitly  understood,  a  division  of  sphere  of  in- 
fluence, not  to  say  domination,  between  the  two  superpowers  over  the  region, 
despite  protestations  to  the  contrary  that  one  can  expect  by  the  superpowers." 
And  a  function  of  a  Helsinki-type  of  agreement  would  affirm  the  "status 
quo"  that  such  an  arrangement  would  inevitably  entail.  And  as  for  non- 
aligned  Indonesia,  such  a  prospect  would  be  contrary  to  the  principle  of  non- 
alignment.  The  likely  reservations  on  the  part  of  Indonesia  will  have  to  be 
understood  in  that  light. 

Furthermore,  with  regional  conflicts,  both  actual  and  potential,  some  of 
which  have  arisen  partly  from  disagreement  over  territorial  demarcation  such 
as  those  between  the  Soviet  Union  and  China  and  between  the  former  and 
Japan,  some  others  concern  the  status  of  statehood  such  as  the  Kampuchean 
Conflict  and  the  conflict  situation  in  Afghanistan,  such  a  grand  proposal  as  a 
Helsinki-type  of  dialogue  and  agreements  and  a  "comprehensive  system  of  in- 
ternational security"  among  the  countries  of  the  Asia-Pacific  region,  while 
perhaps  bold  and  resourceful,  are  not  likely  to  elicit  a  sympathetic  and  en- 
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thusiastic  response.  And  if  such  comprehensive  forums  should  be  a  vehicle  by 
which  regional  conflicts  are  to  be  solved,  the  prospect  does  not  seem  bright 
because  of  the  wide  range  of  different  and  conflicting  interests  involved.  In- 
deed, it  may  be  little  more  than  a  myth  to  assert  that  regional  problems  should 
be  solved  by  the  region  or  sub-region  concerned,  especially  those  involving  in 
one  way  or  another  external  powers  to  the  region,  such  as  the  Kampuchean 
Conflict.  But  one  must  at  the  same  time  bear  in  mind  the  necessary  limitation. 
The  prospect  for  a  solution  to  a  conflict  would  seem  more  promising  if  it 
should  be  sought  through  the  participation  of  all  but  only  all  those  interested 
parties  involved,  directly  or  otherwise,  irrespective  of  whether  they  are  re- 
gional or  extra-regional  powers. 

The  Kampuchean  Conflict  is  a  case  in  point.  While  the  conflict  between 
Vietnam  and  China  may  be  central  to  the  Kampuchean  problem,  it  does  not 
seem  likely  to  be  solved  solely  by  a  Chinese- Vietnamese  settlement,  which  Mr. 
Gorbachev  seems  to  suggest  in  his  speech.  Some  other  aspects  are  of  no  less 
importance.  The  first  of  these  will  be  the  conflict  between  Vietnam  and 
Thailand,  the  latter  to  a  large  extent  supported  by  the  ASEAN  states;  then  one 
-must  take  into  account  the  role  to  be  played  by  the  Soviet  Union  and  the  USA 
with  its  Western  allies  including  Japan;  and  last  but  not  least  is  of  course  the 
position  of  the  Kampuchean  people  themselves. 


V 

If  Indonesia  has  some  doubts  about  the  feasibility  of  fostering  a  com- 
prehensive regional  co-operation  covering  such  a  vast,  diverse  and  highly 
multinational  area  as  the  Asia-Pacific  region,  at  the  same  time  it  is  likely  to 
have  reservations  regarding  suggestions  on  a  framework  of  regional  co- 
operation that  tends  to  exclude  a  certain  group  of  nations  for  one  reason  or 
another  notwithstanding  the  fact  that  the  nations  concerned  are  Pacific  powers 
with  legitimate  interests  in  the  region.  Such  a  concept  would  tend  to  be  divisive 
and  may  create  the  impression  of  an  alliance  system  irrespective  of  intentions. 
Moreover,  it  may  also  result  in  the  dominant  position  or  influence  of  a  certain 
great  power,  which  understandably  would  arouse  suspicion  of  ill-will  on  the 
part  of  another  great  power  excluded  from  association  or  membership.  The 
scheme  would  then  be  counterproductive,  and  as  far  as  Indonesia  is  con- 
cerned, association  with  such  a  scheme  may  very  well  be  contrary  to  the  princi- 
ple of  non-alignment  as  well. 

Such  a  situation  is  likely  to  arise  particularly  if  and  when  a  scheme  of 
regional  co-operation  of  that  nature  should  involve  either  of  the  superpowers, 
namely  the  USA  or  the  USSR  (One  is  aware  of  the  latter's  repeated  refusal  to 
be  called  a  superpower.  But  that  is  how  these  two  great  powers  are  referred  to 
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here  for  the  sake  of  convenience).  The  reason  is  clear.  Without  denying  the 
dominance  of  the  adversary  and  competitive  superpower  relations  all  over  the 
globe,  including  the  Asia-Pacific  region,  the  fact  is,  as  mentioned  earlier  on, 
that  this  region  has  not  been  ~  and  God  forbid,  hopefully  never  will  be  -  neat- 
ly divided  along  the  two  opposing  alliance  systems  of  the  superpowers  as  in  the 
case  of  Europe,  where  the  status  quo  of  the  division  has  been  sustained  by  the 
Helsinki  Agreements. 

This  means  that  the  Asia-Pacific  region  continues  to  be  an  area  of  competi- 
tion between  the  superpowers  for  more  friends,  allies  and  client  states, 
ideological,  political  and  economic  influence,  and  possibly  more  military 
bases.  Not  unnaturally,  the  non-aligned  nations  will  be  more  exposed  to  this 
■rivalry,  despite  the  official  appreciation  and  seemingly  correct  appraisal  of 
non-alignment  particularly  as  expressed  by  Mr.  Gorbachev  also  in  his  Vladi- 
vostok speech.  The  situation  is  compounded  by  the  still  uncertain  nature  of 
iSino-Soviet  relations  and  other  regional  tensions  and  conflicts  involving  the 
sgreat  powers,  particularly  the  continued  tension  on  the  Korean  peninsula,  that 
:between  Japan  and  the  Soviet  Union,  particularly  over  the  status  of  the  Kurile 
:islands,  and  the  Kampuchean  Conflict  with  the  subsequent  strained  relations 
:between  Vietnam  and  the  ASEAN  states. 


VI 


It  seems  clear  from  the  foregoing  discussion  that  Indonesia  has  no  aversion 
on  principle  to  regional  co-operation  for  the  Asia-Pacific  region.  Its  apparent 
:cautious  attitude  is  not  due  to  prejudice  but  based  on  a  realistic  assessment  of 
:current  trends  and  developments  in  the  region,  as  well  as  on  its  experience  in 
the  more  limited  regional  co-operation  of  ASEAN. 

The  vastness,  complexity,  and  diversity  of  the  Asia-Pacific  region  are  likely 
to  militate  against  any  rush  toward  a  comprehensive  regional  co-operation  to 
x»ver  the  entire  region.  Tensions  and  conflicts,  actual  and  potential,  that  have 
marked  the  Asia-Pacific  region  are  likely  to  complicate  and  impede  attempts 
aat,  and  process  of,  such  regional  co-operation.  Reduction  of  tensions  and  set- 
tlement of  conflicts  in  the  region  are  pre-requisites  for  regional  co-operation 
rrather  than  results  to  be  expected  therefrom.  Above  all,  there  is  need  for  a  pro- 
rper  management  of  superpower  relations  and  solution  to  conflicts  involving 
aany  major  powers. 

I    A  realistic  and  pragmatic  approach  would  be  improvement  of  bilateral 
relations.  Indeed,  as  far  as  Indonesia  is  concerned,  aside  from  Europe,  Africa 
Uhe  Middle  East  and  a  great  part  of  Latin  America,  her  bilateral  relations  have 
tbeen  maintained  with  the  countries  of  the  Asia-Pacific  region,  which  include 
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most  of  the  great  powers  of  the  world.  Even  so,  Indonesia  is  yet  to  put  her  rela- 
tions with  her  eastern  and  southeastern  neighbours,  particularly  PNG  and 
Australia,  in  proper  perspective. 

More  importantly,  normalisation  of  relations  with  the  PRC,  the  largest 
country  in  the  world  in  terms  of  population  and  a  great  Asian  Pacific  power,  is 
yet  to  be  realised.  Perhaps  Indonesia  is  to  learn  that  a  power  of  such 
magnitude  and  importance  cannot  be  ignored  forever.  As  a  great  Asian  Pacific 
power  the  PRC  not  only  has  legitimate  interests  in  the  region,  but  it  is  also  en- 
titled to  play  a  positive  and  constructive  role  in  the  affairs  of  the  region.  In- 
deed, attempts  have  been  made  to  improve  trade  relations.  Though  not  much 
has  been  achieved,  hopefully  such  attempts  will  help  create  a  favourable 
political  climate  that  at  long  last  would  prepare  the  ground  for  an  eventual 
normalisation  of  relations.  But  while  emotional,,  psychological,  and  otherwise 
inexplicable  barriers  still  prevail,  its  realisation  is  not  yet  in  sight  for  the 
forseeable  future. 

Aside  from  bilateral  relations,  and  as  far  as  regional  co-operation  is  con- 
cerned, Indonesia  will  continue  to  focus  her  attention  on  ASEAN  and  other 
ASEAN-related  frameworks  of  co-operation  in  the  Asia-Pacific  region.  In- 
deed, in  the  absence  of  regional  co-operation  for  the  Asia-Pacific  region  as  a 
whole,  a  web  of  interlocking  bilateral  and/or  sub-regional  arrangements  of  co- 
operation may  very  well  be  the  answer. 

Should  such  a  network  develpp  until  and  unless  an  eventual  regional  co- 
operation on  a  wider  framework  should  prove  not  only  feasible  but  also  bene- 
ficial at  least  over  the  long  run  to  all  the  countries  involved,  it  would  greatly 
help  further  develop  a  dynamic,  balanced,  and  mutually  beneficial  in- 
terdependency  among  the  nations  of  the  Asia-Pacific  region.  Then  the 
vastness,  complexity,  and  diversity  of  the  region  will  no  longer  necessarily  be  a 
liability  but  instead  an  asset.  They  will  help  preserve  the  balance  of  power  in 
the  region,  in  the  sense  that  no  single  power  will  ever  attain  a  dominant  posi- 
tion or  overwhelming  influence. 


USSR  Foreign  Policy  in  the  1990s 

Valeriy  V.  MALYGIN 

As  is  known  any  country's  foreign  policy  is  a  continuation  of  its  domestic 
policies.  The  Soviet  Union  is  currently  busily  engaged  in  the  solution  of  its 
gigantic  tasks  in  promoting  its  socio-economic  development,  to  implement  the 

Valery  V.  Malygin  is  Deputy  Director,  Directorate  for  Southeast  Asian  Affairs,  Ministry  of 
Foreign  Affairs. 
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profound  reconstruction  of  its  economy  by  basing  it  on  scientific  and  high- 
tech performances,  in  realising  the  reorganisation  of  its  economic  mechanism 
and  management  system.  The  27th  Congress  of  the  Soviet  Communist  Party  in 
February  1986  has  set  as  her  primary  objective  up  till  the  end  of  this  century, 
to  increase  the  national  income  so  as  to  become  nearly  twice  as  much  as  before 
and  at  the  same  time  to  double  the  industrial  potential  and  to  improve  its 
quality.  Those  plans  can  be  implemented  only  in  times  of  peace.  The  Congress 
concerned  also  determined  that  the  prime  objectives  of  the  foreign  policy's 
strategy  up  till  the  year  2000  and  beyond,  are  to  be  directed  towards  the 
striving  for  peace,  complete  and  universal  disarmament  and  the  abolition  of 
the  threat  of  a  nuclear  war.  The  Soviet  Union  really  needs  peace  and  she  once 
again  and  continuously  calls  for  the  termination  of  the  arms  race,  carelessness 
in  the  use  of  nuclear  power  and  the  elimination  of  ^nuclear  armaments.  The 
Soviet  Union  also  calls  for  the  persistent  search  for  political  solutions  of  in- 
tricate problems  including  that  of  regional  conflicts.  The  USSR  is  really  very 
much  interested  in  disarmament  so  that  enormous  amounts  of  funds  allocated 
to  the  non-productive  arms  race  could  be  used  to  the  benefit  of  mankind  which 
also  include  the  rendering  of  assistance  to  developing  countries.  However,  this  1 
is  only  part  of  a  reality.  The  main  reality  is  that  underlying  the  Soviet  ini- 
tiatives is  a  sincere  and  deep  concern  over  the  fate  of  mankind.  Today's  world 
is  very  complicated,  multifarious,  dynamic  and  full  of  disputes  and  conflicting 
trends.  It  is  a  world  with  difficult  alternatives  and  is  also  full  of  anxieties  and 
hopes.  Never  before  has  the  world  been  fully  filled  with  such  a  quantity  of 
physical  and  political  load.  Nuclear  and  a  variety  of  other  weapons  have  piled 
up,  nevertheless,  the  arms  race  does  not  abate,  on  the  contrary,  it  has  even  ac- 
celerated. There  emerge  a  threat  of  its  expansion  in  outer  space.  The  rate  of  the 
development  of  military  technology  is  so  high  that  there  is  little  time  left  for 
the  peoples,  states  and  politicians  to  be  aware  of  the  real  threat  and  man's 
limited  ability  to  stop  the  world  to  sliding  into  the  abyss  of  a  nuclear  war. 
Postponement  cannot  be  justified.  Otherwise  new  sophisticated  armament 
systems  would  emerge  so  as  to  be  absolutely  impossible  to  reach  any  agreement 
concerning  their  control.  A  balance  of  power  or  what  is  often  termed  as  "a 
balance  of  fear"  will  no  longer  become  a  factor  of  constraint.  Moreover,  this 
fear  is  a  direct  participant  in  spurring  the  arms  race  by  increasing  distrust  and 
suspicion,  the  creation  of  a  vicious  circle  of  increasing  tensions.  It  is  apparent 
now  that  the  old  notion  of  war  as  a  means  to  attain  political  objectives  has 
become  obsolete.  In  this  nuclear  age,  this  obsolete  view  becomes  a  political 
bait  that  may  lead  to  adding  more  fuel  to  the  flame. 

Today  it  is  impossible  to  ensure  one's  own  security  without  considering 
that  of  the  other  nations  and  countries.  It  is  impossible  to  have  genuine  securi- 
ty unless  it  is  equal  to  all  and  universal.  Thinking  differently  means  living  in  a 
world  of  dreams,  in  a  world  of  self-deception. 
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A  new  way  of  thinking  at  present  needed  by  the  world,  is  contradictory  to 
the  notion  viewed  by  certain  circles,  or  they  attempt  "to  grant  benefits"  to 
other  parties  by  means  of  "protection,"  or  instructions  as  to  how  people  have 
to  behave  and  which  way  to  choose  --  be  it  socialist,  capitalist  or  any  other 
ones. 

The  Soviet  Union  is  of  the  opinion  that  any  nation,  or  country  has  the  right 
to  decide  their  own  future,  over  their  own  resources,  and  to  independently 
determine  their  respective  social  development,  to  uphold  their  own  respective 
security  and  to  participate  in  organising  an  integrated  international  security 
system.  Those  are  serious  global  problems  which  have  become  the  hallmark  of 
today's  world.  But  those  problems  cannot  be  solved  without  concentrating  all 
countries  and  peoples'  endeavours.  Explorations  of  the  outer  space  and  the 
depths  of  the  ocean,  environment  and  epidemics,  poverty  and  backwardness 
are  the  realities  of  this  century  which  call  for  international  concern,  respon- 
sibility and  co-operation.  A  considerable  number  of  new  world  processes  are 
accordingly  entwined  in  a  strong  knot.  Disarmament  could  play  a  major  role 
in  this  regard  through  the  mobilisation  of  funds,  of  the  great  intellectual  and 
technical  potentials  for  constructive  needs. 

The  Soviet  foreign  policy  is  inspired  by  the  fact  that  the  afore-mentioned 
stance  has  been  inculcated  in  the  conviction  of  the  people,  political  forces  and 
masses  from  various  orientations  and  outlooks  throughout  the  world  in  that 
the  existence  of  mankind  itself  is  at  stake,  and  now  is  the  time  to  take  firm  and 
responsible  actions.  To  this  end  the  greatest  possible  mobilisation  of  reasoning 
and  common  sense  would  be  needed. 

The  Soviet  Union  is  making  attempts  in  directing  international  develop- 
ment towards  the  easing  of  tensions.  Initiatives  forwarded  by  the  Soviet  Union 
purport  to  save  the  world  from  nuclear  destruction.  It  has  to  be  reiterated  that 
this  task  concerns  all  mankind,  it  is  the  concern  of  all  nations.  "Our  ideals  is  a 
world  Without  arms  and  violence,"  -  this  was  stated  by  M.S.  Gorbachev 
before  the  27th  Soviet  Communist  Party's  Congress. 

The  Soviet  Union  starts  from  the  fact  that  it  has  to  seek,  find  and  use  the 
slightest  possible  opportunity  to  achieve  this  objective  --  meanwhile  it  is  still 
possible  to  halt  the  tendency  towards  the  acceleration  of  the  threat  of  war, 
refreshing  the  international  political  climate.  The  Soviet  people  accept  with 
deep  satisfaction  the  fact  that  their  country  is  sponsoring  the  programme  of 
the  radical  global"  solution  of  nuclear  weapons  and  other  kinds  of  totally 
destructive  weapons  until  the  end  of  this  age.  The  complex  programme  of  this 
international  security  will  open  the  opportunity  to  completely  abolish  nuclear 
weapons  throughout  the  world,  which  has  to  be  carried  out  under  the  auspices 
of  tight  international  verification  team.  The  historical  meaning  of  the  Soviet 
initiative  put  forward  by  M.S.  Gorbachev  on  15th  January  1986  is  a  reality. 
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Those  presumptions  are  real.  They  do  not  run  after  the  attainment  of  onesided 
special  rights  by  the  Soviet  Union,  but  on  a  par  with  the  vital  interests  of  not 
only  the  Soviet  Union,  its  allies  and  friends,  but  also  those  of  the  US,  NATO 
member  countries,  the  nations  throughout  the  world.  An  arms  race,  according 
to  the  Soviet  Union's  deep  awareness,  will  not  guarantee  international  stabili- 
ty. On  the  contrary,  it  will  continuously  make  a  nuclear  war  threat  more  immi- 
nent. 

This  age  precisely  demands  a  new  understanding  of  the  present  stage  of  the 
development  of  civilisation,  of  international  relations  and  of  the  world.  This 
age  necessitates  people  to  immediately  make  radical  changes  in  many  of  their 
traditional  stances  in  the  conduct  of  foreign  policy,  in  their  traditional  political 
thinking,  in  the  views  on  war  and  peace,  in  the  defence  and  security  of  each 
respective  country  and  on  the  international  scale.  Today,  unlike  before,  it  is 
very  important  to  mobilise  the  potential  of  common  sense  prevalent  in  this 
world,  the  mobilisation  of  prudent  thinking  to  contain  the  flow  of  nuclear 
calamity. 

At  this  present  difficult  time  the  Soviet  Union  is  firmly  endorsing  the 
maintenance  and  enhancement  of  peace,  the  development  and  expansion  of 
dialogues  the  search  for  ways  to  improve  the  situation  of  the  world,  construc- 
tive co-operation  with  those  who  aspire  after  peace  and  the  independence  of 
the  peoples. 

Soviet  Union's  foreign  policy,  including  the  disarmament  issue,  is  based  on 
the  indepth  perception  of  the  changes  in  the  world  and  is  a  combination  of  the 
philosophy  of  survival  and  equal  security  for  all  through  practical  actions  to 
develop  a  world  without  violence  and  armaments. 

In  the  conditions  of  the  increasing  threat  of  a  global  disaster,  a  comprehen- 
sive security  system  is  of  vital  significance.  The  purpose  of  that  system  is  to 
rule  out  the  possibility  of  waging  war,  the  use  of  violence  and  threats  in  the  set- 
tlement of  international  disputes.  That  system  should  be  comprehensive  in 
nature  and  based  on  guarantees  ~  both  materially  and  politico-juridically,  en- 
compassing all  fields  of  international  relations:  military,  politics,  economy 
and  humanity. 

The  fundamental  bases  of  that  system  stipulate  among  other  things: 
1 .  In  the  military  field: 

-  to  reject  war  by  nuclear  powers  -  both  nuclear  and  conventional  wars  ~ 
mutually  or  with  regard  to  a  third  country; 

i  -  to  prevent  arms  race  in  outer  space,  to  ban  all  nuclear  tests  and  to  elimi- 
nate totally  such  weapons,  to  prohibit  and  eliminate  chemical  weapons, 
and  to  reject  the  proliferation  of  other  mass  destructive  devices; 

-  to  reduce  under  tight  control  the  level  of  military  capabilities; 

-  to  dissolve  military  alliances  and  as  a  step  towards  that  direction  -  to 
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reject  their  expansion  and  the  formation  of  new  military  alliances- 

-  to  reduce  military  budgets  appropriately  and  in  a  balanced  manner. 

2.  In  the  political  field: 

-  to  fully  respect  every  people  to  decide  freely  the  course  to  be  taken  and 
the  form  of  their  respective  development  on  the  international  arena- 

-  to  settle  political  issues  justly  in  case  of  international  crises  and  regional 
disputes; 

-  to  formulate  a  package  of  measures  purporting  to  foster  mutual  trust  be- 
tween states  and  to  lay  down  effective  assurances  against  any  threat  from 
without  and  to  safeguard  their  respective  borders  against  violations; 

-  to  formulate  effective  methods  to  prevent  international  terrorism,  in- 
cluding the  security  of  international  land,  air  and  sea  communications. 

3.  In  the  economic  field: 

-  to  abolish  all  forms  of  discriminations  on  the  international  arena;  to  re- 
ject political  blockades  and  economic  sanctions  if  they  are  not  directly 
formulated  by  recommendations  of  the  world  community; 

-  to  jointly  make  efforts  in  looking  for  a  way  out  for  the  just  settlement  of 
debts; 

-  to  establish  a  new  world  economic  order  which  will  ensure  equal  econo- 
mic security  to  all  countries; 

-  to  formulate  principles  for  using  part  of  the  undisbursed  funds  due  to  the 
reduction  of  military  budgets,  for  the  benefit  of  world  society,  foremost 
the  nations  of  developing  countries. 

Proposal  concerning  humanitarian  issues  are  also  forwarded,  which  are 
among  other  things  as  follows:  to  establish  co-operations  in  the  dissemi- 
nation of  ideas  on  peace,  disarmament,  and  international  security;  to  abolish 
men  slaughter,  apartheid,  and  attempts  to  support  fascism  and  other  forms  of 
racism,  national  and  religious  discriminations,  and  also  to  abolish  discrimi- 
nating people  on  the  abovementioned  bases;  to  enhance  and  seek  new  forms  of 
co-operations  in  the  fields  of  culture,  art,  science,  education  and  medicines. 

The  Soviet  Union  not  only  makes  appeals  to  other  countries,  but  also  really 
demonstrate  the  new  approach  towards  global  problems  and  has  lately  for- 
warded a  complex  of  large  scale  proposals,  which  purport  to  drastically 
ameliorate  the  international  situation.  This  tangible  demonstration  is  Soviet's 
initiative  on  the  moratorium  on  all  nuclear  testings.  Thereafter  the  Soviet 
Union  prolonged  it  until  1st  January  1987.  However,  the  USA  did  not  follow 
Soviet's  example. 

In  this  regard  the  Soviet  new  proposals  can  clearly  be  evidenced,  which 
were  jointly  forwarded  together  with  those  of  a  number  of  socialist  countries, 
so  that  the  issue  "on  fostering  a  comprehensive  international  security  system" 
could  be  put  on  the  agenda  of  the  41st  Session  of  the  UN  General  Assembly. 


SIXTH  INDONESIA-USSR  CONFERENCE 


255 


-™...   „ 

security  for  all  and  in  all  fields  of  international  relations  and  pursuant  to  this 
aim  to  give  their  respective  support  in  the  composing  of  a  document  to  be  for- 
warded to  the  UN  discussions  in  which  the  major  principles  of  a  comprehen- 
sive international  security  are  stipulated. 

The  prime  essence  of  the  proposal  on  fostering  a  comprehensive  interna- 
tional security  is  centred  around  the  programme  put  forward  in  M.S.  Gor- 
bachev's statement  on  15th  January  1987  on  the  absolute  elimination  of 
nuclear  arms,  chemical  weapons  and  other  kinds  of  mass  destructive  weapons 
throughout  the  world  up  to  the  year  2000  under  the  condition  of  maintaining  a 
non-militarised  outer  space.  In  that  programme  the  exact  period  of  time  is 
planned,  comprising  three  stages,  which  ensures  the  liberation  of  mankind 
from  nuclear  threat  through  its  elimination. 

In  the  programme  of  nuclear  disarmament  an  effective  and  realistic 
verification  system  is  to  be  planned  which  also  includes  on  the  spot  inspection. 
The  Soviet  Union  suggests  that  the  liberation  process  of  the  world  from 
nuclear  weapons  be  carried  out  consistently  and  by  stages  by  the  end  of  this 
age. 

The  first  stage.  Within  5  to  8  years,  the  Soviet  Union  and  the  US  have  to 
reduce  their  respective  nuclear  weapons  having  a  target  coverage  as  far  as  their 
respective  territories,  up  to  half  as  much.  Following  the  arms  reduction,  they 
should  respectively  possess  not  more  than  6,000  nuclear  warheads.  Such  reduc- 
tion will  only  be  possible  if  both,  the  Soviet-Union  and  the  US,  promise  not  to 
develop,  test  or  deploy  their  respective  offensive  weapons  in  outer  space. 

At  the  first  stage.  The  Soviet  Union  and  the  US  have  to  reach  an  agreement 
and  eliminate  their  respective  medium-range  ballistic  and  cruise  missiles  in 
Europe,  as  the  first  step  towards  the  liberation  of  the  continent  from  nuclear 
weapons.  At  this  stage  the  US  has  to  promise  not  to  deploy  its  strategic  or 
medium-range  guided  missiles  in  other  countries.  Whereas  Britain  and  France 
must  promise  not  to  proliferate  their  respective  nuclear  arsenals. 

As  a  start  the  Soviet  Union  and  the  US  have  to  reach  an  agreement  to  ter- 
minate all  nuclear  tests  and  to  urge  other  countries  to  take  part  in  similar 
moratoriums  as  soon  as  possible. 

i 

Second  Stage.  At  this  stage,  which  has  to  start  not  later  than  1990  and  to 
last  for  5  to  7  years,  other  nuclear  states  have  to  take  part  in  the  nuclear  disar- 
mament process.  In  the  first  place  they  have  to  promise  to  freeze  all  their 
respective  nuclear  armaments  and  not  to  deploy  them  in  other  countries'  ter- 
ritories. 

Meanwhile  the  Soviet  Union  and  the  US  will  continue  their  arms  reduction 
scheme  which  has  been  agreed  upon  at  the  first  stage  and  will  also  take  further 
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steps  to  eliminate  medium-range  nuclear  weapons  and  to  freeze  their  tactical 
nuclear  weapons. 

After  the  Soviet  Union  and  the  US  reduced  half  of  their  respective  ar- 
maments at  the  second  stage,  a  new  drastic  progress  has  to  be  made  and  all 
nuclear  states  will  eliminate  their  respective  weapons  having  a  range  up  to 
1,000  km. 

Also  at  this  stage: 

-  the  Soviet-US  agreement  on  the  prohibition  on  offensive  weapons  in  outer- 
space  should  become  multilateral  in  nature  owing  to  the  compulsory  partici- 
pation of  advanced  industrialised  countries; 

-  all  nuclear  states  have  to  ban  their  nuclear  tests; 

-  seemingly  prohibition  are  to  be  made  on  the  proliferation  of  non-nuclear 
weapons  which  are  based  on  new  principles  of  physics  with  a  destructive 
power  equal  to  nuclear  weapons  or  other  mass  destructive  weapons. 

Third  Stage.  This  stage  has  to  start  not  later  than  1995  and  has  to  complete- 
ly eliminate  the  entire  nuclear  armament.  By  the  end  of  1999  there  will  no 
longer  be  nuclear  weapons  on  earth.  A  universal  agreement  has  to  be  ratified 
in  order  to  prevent  the  re-emergence  of  nuclear  weapons. 

This  means  that  special  procedures  have  to  be  laid  down  for  the  elimina- 
tion of  nuclear  weapons  and  also  for  the  dismantling  or  elimination  of  laun- 
ching vehicles. 

The  programme  announced  by  the  Soviet  Union  on  the  total  elimination  of 
nuclear  weapons,  aside  from  the  equally  total  prohibition  of  offensive  outer 
space  weapons,  is  fully  in  accordance  with  the  objectives  of  the  Geneva  Con- 
ference. All  that  proposed  by  the  USSR  at  the  Soviet-US  negotiations  in 
Geneva  were  organically  incorporated  in  that  programme. 

At  the  same  time,  as  aforementioned,  the  Soviet  Union  has  forwarded  new 
grand  initiatives  which  are  directed  towards  the  attainment  of  full  and  univer- 
sal prohibition  of  nuclear  tests,  to  prevent  the  escalation  of  arms  race  in  outer 
space  and  to  establish  international  co-operation  in  the  peaceful  use  of  nuclear 
power,  to  prohibit  and  eliminate  chemical,  bacteriological/biological  weapons 
and  toxins,  and  to  reduce  the  armed  forces  and  conventional  armaments. 

Aside  from  settling  international  issues  mentioned  above,  the  Soviet  Union 
supports  the  development  of  bilateral  relations  with  all  countries  in  the  world 
on  the  basis  of  peaceful  co-existence.  Hence  these  relationships  should  be 
based  on  mutual  respect,  non-interference  in  the  internal  affairs  of  respective 
countries,  mutual  benefit,  good  neighbourly  relations  and  co-operation.  In 
this  context  the  Soviet  Union,  apparently*  is  willing  to  establish  relations 
among  other  things  with  the  US.  However,  the  development  of  interstate  con- 
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tacts  depends  on  both  sides,  and  does  not  merely  depend  on  the  USSR.  Never- 
theless, the  Soviet  Union  does  not  loose  its  optimism  and  looks  into  the  future 
with  hope  and  understands  that  ameliorating  the  Soviet-US  relations  will  have 
a  positive  impact  on  the  international  situation  in  general.  The  Soviet  Union 
considers  the  priority  of  Europe  as  the  primary  one.  What  is  needed  is  a 
peaceful  co-operation  amongst  the  countries  in  that  continent  to  make  head- 
way: from  the  preliminary  stage  to  that  of  easing  tensions  which  is  more 
abiding,  which  is  thereafter  followed  by  fostering  a  reliable  security  on  the 
basis  of  the  Helsinki  process  and  the  drastic  reduction  of  nuclear  and  conven- 
tional weapons. 

As  was  affirmed  by  M.S.  Gorbachev  in  his  speech  before  the  27th  Congress 
of  CPSU,  the  significance  of  the  Asia-Pacific  region  has  increased.  In  that  vast 
region  there  are  many  tangled  knots,  contradictions  and  moreover,  the 
political  situation  in  certain  places  are  unstable.  This  region,  without  delay, 
calls  for  solutions  and  relevant  way  outs  to  be  found.  Apparently  this  has  to  be 
initiated  through  co-ordination  and  thereafter  by  means  of  combined  efforts 
for  the  sake  of  the  political  settlement  of  critical  issues,  so  that  at  the  same 
time,  on  that  basis  military  confrontations  in  various  Asian  regions  can  be 
eliminated  and  the  situation  there  could  be  stabilised. 

This  has  become  even  more  urgent  in  view  of  the  fact  that  in  Asia  and  in 
other  continents  the  bright  spots  of  military  threat  has  not  subsided.  The 
Soviet  Union  supports  the  intensification  of  collectively  searching  for  way  outs 
to  put  the  conflict  situations  under  control  in  the  Middle  and  Near  East,  in 
Central  America,  South  Africa,  and  in  other  places  of  upheavals  in  our  planet. 
This  is  absolutely  demanded  by  the  interests  of  general  security.  Gorbachev's 
speech  in  Vladivostok  has  also  often  been  touched  upon,  in  which  the  Soviet 
approach  towards  the  issues  of  the  Asia-Pacific  region  is  stated  in  detail, 
among  other  things  by  pointing  out  the  Soviet's  view  on  the  way  out  to  settle 
regional  conflicts. 

Crises  and  conflicts  constitute  a  fertile  soil  for  international  terrorism  as 
well.  The  USSR  reject  any  terrorism  in  principle  and  is  willing  to  actively  co- 
operate with  other  countries  to  subdue  it. 

Therefore,  as  a  conclusion  of  all  those  aforementioned,  the  Soviet  Union 
reiterates  that  the  struggle  against  nuclear  threat,  arms  race,  for  the  sake  of 
maintaining  and  enhancing  universal  peace  will  continue  to  become  the 
primary  orientation  of  the  activities  of  the  Soviet  Union  on  the  international 
arena.  There  is  no  other  alternative  of  this  policy.  Soviet's  initiatives  are  not 
ossified.  At  the  mentioned  Congress  M.S.  Gorbachev  affirmed  that  the  Soviet 
Union  is  willing  to  seriously  consider  other  proposals.  Those  will  become  the 
bases  of  holding  a  dialogue  and  establishing  a  co-operation.  At  the  same  time 
the  Soviet  Union  is  also  aware  of  the  fact  that  the  way  towards  international 
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peace  and  security  needs  to  overcome  many  difficulties  including  the  burden  of 
distrust  and  suspicion. 

The  Soviet  Union  departs  from  the  fact  that  aside  from  the  importance  of  a 
Soviet-US  dialogue,  the  constructive  role  of  other  countries  has  become  in- 
creasingly more  significant.  In  this  regard  the  Soviet  Union  views  that  the 
thesis  as  if  peace  becomes  the  concern  of  "super  powers"  only  is  absolutely 
wrong.  As  is  known,  the  struggle  for  peace  has  become  more  active,  more  and 
more  countries  and  nations  are  participating  in.it.  One  important  factor  in  the 
control  of  the  arms  race  and  the  struggle  against  nuclear  threat  is  the  non- 
aligned  movement.  It  is  not  a  coincidence  that  the  disarmament  process  is 
closely  linked  to  that  of  the  development.  As  revealed  by  the  last  Harare 
meeting,  the  voice  of  the  non-aligned  movement  has  become  more  sounding 
and  its  role  more  tangible.  Interesting  to  note  is  the  fact  that  in  a  certain  sense 
the  USSR  position  is  in  , keeping  with  many  non-aligned  countries,  including 
Indonesia,  whose  role  has  become  increasingly  more  significant  in  interna- 
tional affairs. 

The  Soviet  peace  initiatives  has  found  positive  response  amongst  Western 
countries  that  are  thinking  more  realistically.  Notwithstanding  the  precarious 
global  situation,  the  Soviet  Union  opines  that  the  situation  can  be  change  to  a 
better  one.  However,  this  can  only  be  achieved  through  general  efforts  and 
with  the  understanding  that  big  powers,  or  small  countries  are  equally  respon- 
sible for  the  fate  of  this  world. 


Indonesia's  Foreign  Policy  for  the  1990s 

Hasjim  DJALAL 


As  we  are  now  entering  the  second  half  of  the  1980s  it  is  therefore  not  too 
early  to  examine  the  likely  course  of  Indonesia's  foreign  policy  into  the  next 
decade,  that  is,  the  1990s.  While  the  external  environment  in  which  Indonesia 
operates  may  change,  the  foundation  and  basic  principles  of  Indonesia's 
foreign  policy  will  always  remain  the  same  and  ensures  Indonesia  to  play  a 
positive  role  in  international  affairs. 

The  foundation  of  the  foreign  policy  of  Indonesia  can  be  traced  in  the  Con- 
stitution of  1945  which  stipulates  that: 
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a.  "Independence  is  the  right  of  every  nation  and  therefore  colonialism  must 
be  aholished  from  the  surface  of  the  earth  since  it  is  contrary  to  humani- 
tarian principles  and  justice."  In  other  words,  Indonesia's  foreign  policy 
attaches  great  importance  to  anti-colonialism.  This  found  its  expression 
in  the  First  Afro- Asian  Conference,  which  was  held  in  Bandung,  Indonesia,, 
and  gave  impetus  to  the  process  of  decolinisation.  Since  this  watershed  in 
the  struggle  against  colonialism,  Indonesia  has  never  faltered  in  its  support 
to  legitimate  movements  of  national  liberation. 

b.  The  Indonesian  State  is  required  "to  protect  the  nation  and  its  territory  as 
well  as  to  promote  public  welfare."  This  means  that  Indonesia's  foreign 
policy  must  serve  the  national  interest,  in  particular  the  requirements  of 
national  development,  because  the  fruits  of  development  should  not  be  en- 
joyed by  only  the  few,  but  by  the  many. 

c.  Indonesia  must  "participate  in  the  establishment  of  a  world  order  based  on 
freedom,  lasting  peace  and  social  justice."  In  other  words,  Indonesia's  for- 
eign policy  must  ensure  that  Indonesia  becomes  a  subject  and  not  an  object 
in  international  affairs.  This  is  evident  in  Indonesia's  participation  in  the 
United  Nations  peace-keeping  forces  in  the  Congo  and  the  Middle  East, 
in  the  active  role  it  plays  in  the  Islamic  Conference  Organisation  and  Non- 
Aligned  Movement,  as  well  as  engaging  itself  in  the  Disarmament  Com- 
mission and  other  specialised  agencies  of  the  United  Nations. 

The  above  points  necessitate  Indonesia  to  adopt  an  independent  and  active  or 
non-aligned  stance  in  international  affairs,  a  position  first  outlined  by  Vice 
President  Hatta,  who  was  also  concurrently  Prime  Minister,  before  the  Exe- 
cutive Committee  of  the  Central  Indonesian  National  Committee  (BPKNIP) 
on  the  2nd  of  September  1948.  Hatta  among  other  things  stated:  "Indonesia's 
foreign  policy  should  not  be  determined  by  the  policy  of  other  states  but  by  its 
own  national  interest  and  is  therefore  not  aligned  to  any  power  bloc."  The 
"non-alignment"  to  which  Hatta  referred  to  is  the  independent  and  active  or 
non-aligned  principle  which  has  become  the  basic  principle  of  Indonesia's 
foreign  policy. 

Before  one  is  to  delve  into  the  possible  course  of  Indonesia's  foreign  policy 
in  the  1990s,  some  words  will  be  devoted  to  the  development  of  this  policy  in 
the  past  in  order  to  place  the  likely  future  development  of  Indonesia's  foreign 
policy  into  proper  perspectives.  For  the  purpose  of  analysis  it  might  be  useful 
to  distinguish  between  several  periods  in  the  development  of  Indonesia's 
foreign  policy  which  were  dominated  by  different  issues. 

Between  1945  and  1950  for  example,  Indonesia's  foreign  policy  was 
primarily  concerned  with  the  search  to  gain  international  recognition  of  its  in- 
dependence. It  was  also  a  time  when  Indonesia  had  to  face  a  domestic  tug  of 
war  which  would  like  to  bring  Indonesia  into  alignment  with  countries  of  a  cer- 
tain ideology.  This  debate  was  ended  by  the  aforementioned  speech  by  Hatta 
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which  laid  down  the  principle  of  an  independent  and  active  foreign  policy. 

Between  1950  and  1955  the  domestic  situation  in  Indonesia  began  to  be 
consolidated,  though  there  were  several  serious  rebellions  in  the  archipelago.  It 
was  a  time  when  Indonesian  nationalism  was  running  very  high  and  one  of  the 
major  foreign  policy  issues  was  how  to  destroy  the  last  vestiges  of  colonialism. 
The  latter  found  its  expression,  for  example,  by  the  campaign  to  liberate  West 
Irian  from  the  hands  of  the  Dutch  Government  and  also  by  the  convening  of 
the  Bandung  Conference  in  1955  which  sought  to  galvanise  the  struggle  against 
colonialism  all  over  the  world. 

The  period  between  1955  and  1965  saw  the  evolution  of  an  increasingly 
pronounced  radicalisation  in  Indonesia's  foreign  policy,  in  particular  the 
alienation  of  Indonesia  from  most  of  the  Western  world.  At  the  same  time  In- 
donesia was  getting  closer  to  the  People's  Republic  of  China  in  the  form  of  the 
Jakarta-Pnom  Penh-Hanoi-Peking-Pyongyang  Axis.  It  was  also  a  time  when 
Indonesia  adopted  a  more  radical  stand  within  the  Non-Aligned  Movement  by 
the  formulation  of  the  idea  of  a  conflict  between  the  New  Emerging  Forces 
(Nefos)  and  the  Old  Established  Forces  (Oldefos).  At  the  same  time  there  was 
an  intensification  in  the  Indonesian  campaign  to  liberate  West  Irian  which-was 
successfully  concluded  at  the  Head-quarters  of  the  UN  in  New  York  in  1962. 
This  positive  result  was  however  marred  by  the  Indonesian  effort  to  radicalise 
its  neighbours,  in  particular  the  confrontation  with  Malaysia  which  added 
strain  to  regional  stability.  This  radicalisation  in  foreign  policy  coincided  with 
the  strengthening  of  the  influence  of  the  People's  Republic  of  China  in  In- 
donesia and  the  general  deterioration  of  the  economy. 

The  year  1965  was  a  watershed  in  Indonesian  history  which  saw  the  failure 
of  a  coup  d'etat  and  the  establishment  of  the  New  Order.  This  development  led 
to  the  reversal  of  the  course  of  confrontation  in  foreign  policy  in  favour  of  a 
more  co-operative  one.  Through  Decree  No.  XII/1966  of  the  MPRS  (Provi- 
sional People's  Consultative  Assembly)  there  was  a  reaffirmation  of  the  pinci- 
ple  that  foreign  policy  was  to  serve  the  national  interest,  in  particular  the  re- 
quirement of  national  development.  As  part  of  this  more  co-operative  foreign 
policy,  confrontation  with  Malaysia  was  ended  and  Indonesia  played  a  promi- 
nent role  in  the  establishment  of  ASEAN  in  1967.  The  latter  has  undoubtedly 
contributed  to  the  stability  of  the  region.  Indonesia  also  returned  to  the  fold  of 
the  international  community  by  resuming  its  participation  in  the  United  Na- 
tions during  the  21st  Session  of  the  General  Assembly  on  27th  September  1966. 

These  steps  taken  during  the  early  days  of  the  New  Order  were  to  be  the 
beginning  of  a  more  constructive  and  positive  course  of  Indonesia's  foreign 
policy,  a  course  which  has  been  maintained  up  to  the  present  time. 

But  what  would  Indonesia's  foreign  policy  be  in  the  1990s?  Projection  into 
the  future,  of  course,  always  contain  elements  of  uncertainties,  especially 
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when  the  subject  of  analysis  is  something  as  intricate  as  the  international 
system  is.  Nonetheless,  as  mentioned  earlier,  although  the  nature  of  the  inter- 
national environment  may  change,  the  foundation  and  the  basic  principles  of 
Indonesia's  foreign  policy  will  remain  the  same,  that  is,  independent  and  ac- 
tive which  serves  the  national  interest.  The  question  is  how,  on  the  basis  of  the 
above  mentioned  principle,  is  Indonesia  to  meet  the  challenges  of  the  future. 

Discussions  of  the  future,  in  particular  Indonesia's  foreign  policy  into  the 
1990s,  must  begin  by  a  consideration  of  the  national  or  domestic  situation  that 
is  likely  to  prevail  in  Indonesia.  By  the  1990s  the  society's  confidence  in  the 
Pancasila,  the  state  ideology,  will  likely  have  increased  and  which  in  turn  will 
contribute  to  the  strengthening  of  national  unity.  Also,  by  the  1990s  Indonesia's 
population  will  likely  have  increased  to  near  the  200  million  mark  and  thus  en- 
trenching Indonesia's  status  as  a  middle  power  in  world  politics.  The  latter,  of 
course,  depends  also  on  the  success  of  Indonesia's  national  development  ef- 
forts. By  the  1990s  it  is  hoped  that  Indonesia  would  already  have  reached  the 
"take-off"  stage  in  its  economic  development  which  will  lead  to  a  more  rapid 
and  self-sustained  level  of  growth.  It  is  difficult  to  over-emphasise  the  impor- 
tance of  the  domestic  dimension  in  determining  the  course  of  Indonesia's 
foreign  policy.  It  was  already  mentioned  earlier,  that  the  principle  of  In- 
donesia's foreign  policy  is  primarily  designed  to  serve  the  national  interest,  in 
particular  and  the  requirement  of  national  economic  development.  Economic 
development  impinge  on  foreign  policy  in  another  manner,  that  is,  it  sets  the 
boundary  between  what  is  possible  and  what  is  not.  A  sound  and  stable 
domestic  setting  in  Indonesia  in  the  1990s  will  enable  Indonesia  to  participate 
more  actively  in  international  affairs. 

Consistent  with  the  principle  of  concentric  circle,  which  is  an  analytic  tool 
that  places  Indonesia  as  the  centre  of  analysis,  a  view  on  the  situation  that  is 
likely  to  prevail  in  Southeast  Asia  seems  necessary.  First,  there  is  every  reason 
to  feel  optimistic  about  the  continued  positive  influence  of  ASEAN  in  the 
region.  Recently  ASEAN  countries  have  just  celebrated  the  nineteenth  year  of 
ASEAN  and  looking  back,  they  have  ample  reason  to  be  proud  of  what  the 
members  of  ASEAN  have  achieved.  While  it  is  relatively  easy  to  stress  and 
dwell  upon  the  positive  achievements  of  ASEAN  over  the  past  nineteen  years 
it  takes  greater  effort  and  courage  to  admit  ASEAN's  shortcomings  and 
limitations.  It  is  in  this  context  that  Indonesia  welcomes  the  realistic  sentiment 
that  is  prevailing  within  the  member  countries  today  about  the  steps  that  need 
to  be  taken  if  ASEAN  is  to  remain  a  dynamic  and  relevant  regional  organisa- 
tion. A  thorough  review  of  the  present  situation,  coupled  with  steps  to  rectify 
the  wrongs,  hard  they  may  be  to  swallow,  will  enable  the  member  countries  to 
reap  the  fruits  of  their  courage  in  the  future,  that  is  the  1990s.  Thus  it  is  not  an 
exaggeration  if  Indonesia  feels  that  the  next  year's  Summit  Meeting  in  Manila 
will  mark  an  important  point  in  ASEAN's  history  as  it  will  help  chart  the 
course  of  ASEAN  s  development  into  the  1990s.  Indonesia  will  always  remain 
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at  the  forefront  of  this  endeavour. 

Throughout  the  years  of  its  existence,  ASEAN  member  countries  cannot 
fail  to  ignore  the  developments  in  Indochina  which  forms  a  sub-region  of 
Southeast  Asia.  The  ending  of  the  Vietnam  War  and  the  unification  of  that 
country  have  not  signalled  the  beginning  of  a  more  stable  and  peaceful  state  of 
affairs  iri  Indochina.  One  issue  in  particular  has  taxed  the  attention  of 
ASEAN,  namely  Vietnam's  invasion  ofTCampuchea  at  the  end  of  1978.  The 
ASEAN  countries  have  consistently  opposed  Vietnam's  occupation  of  that  un- 
fortunate country  and  will  continue  to  work  for  a  just  solution  based  upon  the 
Kampuchean  people's  right  of  self  determination.  By  the  1990s  one  would  be 
in  a  position  to  judge  the  sincerety  of  Vietnam's  pledge  to  withdraw  its  troops 
from  Kampuchea  which  would  in  turn  influence  the  nature  of  the  relations  be- 
tween the  countries  of  ASEAN  and  Indochina.  In  the  final  analysis,  peace  and 
stability  in  Southeast  Asia  depends  upon  close  and  friendly  relations  between 
the  countries  of  that  region  and  therefore,  Indonesia's  foreign  policy  in  the 
1990s  will  strive  towards  this  end. 

Much  optimism  has  been  expressed  about  the  future  of  the  Asia-Pacific 
region  and  there  is  every  reason  to  believe  that  the  1990s  will  see  the  increased 
prominence  of  this  region  as  a  major  centre  of  global  activities.  Indonesia  cer- 
tainly has  attached  great  importance  to  the  Asia-Pacific  region  in  the  formula- 
tion of  Indonesia's  foreign  policy.  At  this  time  Indonesia  is  actively  engaged  in 
fostering  closer  relationship  with  the  countries  of  the  South  Pacific,  a  trend 
which  is  likely  to  be  accentuated  in  the  1990s  as  part  of  the  increased  pro- 
minence of  that  region  in  international  affairs.  The  optimism  Indonesia  feels 
for  the  future  of  the  Asia-Pacific  region  is,  however,  somewhat  marred  by  the 
possibility  that  the  region  may  fall  victim  to  the  rivalries  of  the  superpowers 
and  suffer  the  fate  which  has  befallen  other  regions. 

In  the  Asia-Pacific  region  one  can  detect  the  growing  influence  of  the  two 
superpowers:  the  Soviet  Union  and  the  United  States,  as  well  as  other  major 
powers  such  as  Japan  and  the  People's  Republic  of  China.  Indonesia  notes 
with  concern  the  growing  military  presence  of  the  superpowers  in  the  Asia- 
Pacific  region,  particularly  the  militarisation  of  the  peaceful  waters  of  the 
Pacific  by  the  superpowers'  naval  fleet.  Indonesia  also  regrets  the  pressure 
which  has  been  exerted  upon  countries  in  the  region  by  the  superpowers  to  in-  1 
crease  their  armaments  as  part  of  the  superpowers'  strategy  of  global  rivalries 
which  do  not  take  into  account  the  sensitivities  of  other  countries  in  the  region. 
In  short,  Indonesia  is  of  the  opinion  that  the  Asia-Pacific  region  must  not  be  I 
sacrificed  to  the  interests  of  the  superpowers  and  left  to  their  mercy.  Indonesia 
awaits  with  interest  the  developments  of  Soviet  foreign  policy  in  the  region,  in  I 
particular  following  the  Vladivostok  initiative  delivered  by  Soviet  leader 
Mikhail  Gorbachev.  Indonesia's  foreign  policy  in  the  1990s  will  continue  to  at- 
tach great  importance  to  the  Asia-Pacific  region  so  that  the  region's  dynamism 
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can  be  maintained  and  that  it  does  not  suffer  the  fate  so  common  to  other 
regions  in  the  world. 

No  states  in  the  world,  of  course,  can  conduct  their  foreign  policies  in  a 
state  of  vacuum,  in  particular  no  states  can  remain  unaffected  by  the  competi- 
tion and  conflict  between  the  Soviet  Union  and  the  United  States  of  America, 
the  so-called  East-West  conflict.  Past  experience  has  taught  us  that  it  would  be 
too  optimistic  to  expect  that  this  East-West  conflict  would  have  been  resolved 
by  the  1990s.  The  question  is  whether  the  negative  effects  of  this  competition 
can  be  minimised  and  that  the  world  can  be  spared  from  nuclear  annihilation. 
One  must  also  not  forget  the  tremendous  amount  of  resources  being  wasted  in- 
to this  deadly  and  futile  competition  especially  in  view  of  the  economic  hard- 
ships which  are  still  prevalent  today.  Indonesia  is  directly  affected  by  this  com- 
petition through  its  consequences  on  the  security  of  the  Asia-Pacific  region,  a 
point  which  has  already  been  refered  to  earlier. 

It  is  in  these  contexts  that  Indonesia  will  continue  to  support  every  effort 
by  the  superpowers  to  reach  agreements  on  nuclear  arms  control  and  also  a 
comprehensive  nuclear  test  ban  treaty.  Indonesia  takes  comfort  in  several  of 
the  arms  control  proposals  initiated  recently  by  the  Soviet  Union  and  the 
United  States,  in  particular  the  Soviet  Union's  unilateral  halt  to  nuclear 
testing.  It  is  hoped  that  this  positive  trend  will  continue  into  the  1990s,  perhaps 
by  necessity,  as  both  superpowers  find  themselves  unable  to  bear  the  economic 
burden  of  the  arms  race,  so  that  the  international  community  can  devote  more 
attention  and  resources  to  other  issues  that  still  plague  our  world.  In  the  1990s 
Indonesia's  foreign  policy  will  continue  to  strive  towards  the  ending  of  the 
arms  race,  both  conventional  and  nuclear.  With  regard  to  the  latter  one 
specific  contribution  which  Indonesia  would  like  to  make  in  order  to  stop  the 
arms  race  is  the  establishment  of  a  Nuclear  Weapons  Free  Zone  in  Southeast 
Asia  along  the  model  that  is  already  being  actively  pursued  by  the  South 
Pacific  countries.  The  rationale  behind  this  effort  is  the  conviction  that  a 
nuclear  free  zone  would  help  to  narrow  the  areas  or  zones  which  may  be  used 
by  the  superpowers  as  their  battle  ground.  Thus  Indonesia  will,  today  and  in 
the  1990s,  consult  and  co-operate  with  the  other  ASEAN  partners  over  this 
Nuclear  Weapons  Free  Zone  concept. 

The  attention  which  Indonesia  will  continue  to  give  to  the  East- West  con- 
flict does  not  mean  that  she  will  be  less  active  on  international  economic  issues, 
in  particular  the  North-South  Dialogue.  Indonesia  has  always  been  active 
through  various  channels  such  as  the  meetings  of  the  Group  of  77  and  GATT 
to  promote  a  New  International  Economic  Order.  It  is  also  in  this  context  that 
Indonesia  is  determined  to  ensure  that  the  Non-Aligned  Movement  plays  an 
active  role  in  the  promotion  of  a  more  just  and  prosperous  international 
economic  order.  The  optimism  of  the  early  1970s  regarding  the  possibility  of 
creating  a  new  international  economic  order  that  is  sensitive  to  the  needs  of  the 
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developing  countries  has  not  been  realised.  Thus  Indonesia's  foreign  policy  in- 
to the  1990s  will  vigorously  promote  the  North-South  Dialogue  as  well  as 
greater  economic  co-operation  between  the  countries  of  the  South  in  order  that 
not  only  a  world  based  on  freedom  and  lasting  peace  will  be  attained  but  also  a 
world  based  on  social  justice.  For  the  North-South  issue  of  reforms  of  the  in- 
ternational economic  order  is  no  less  urgent  than  the  East- West  issue  that  has 
so  pre-occupied  the  international  community.  The  voice  of  the  poor  and  the 
dying  should  be  heard  and  their  conditions  improved.  In  this  context  In- 
donesia will  continue  to  attach  great  importance  to  her  participation  in  the 
United  Nations  and  its  related  agencies  in  the  1990s. 

Finally,  Indonesia's  foreign  policy  in  the  1990s  will  actively  promote  closer 
co-operation  with  the  countries  of  the  African  continent.  Indonesia  has  con- 
sistently supported  the  struggle  of  the  African  people  to  liberate  themselves 
from  the  colonial  yoke  and  will  continue  to  support  the  eradication  of  apar- 
theid from  South  Africa  and  the  liberation  of  the  Namibian  people  from  white 
South  Africa's  rule.  In  the  context  of  closer  South-South  co-operation,  In- 
donesia will  promote  greater  economic  relations  with  the  countries  of  Africa. 
The  Chairmanship  of  the  Non- Aligned  Movement  which  Zimbabwe  now  holds 
adds  further  impetus  for  Indonesia  to  develop  closer  ties  with  the  countries  of 
that  great  continent  based  upon  mutual  respect  for  one  another's  sovereignty. 
This  African  dimension  of  Indonesia's  foreign  policy  will  assume  greater  im- 
portance in  the  1990s. 

Indonesia's  foreign  policy  into  the  1990s  will  continue  to  be  based  upon 
certain  basic  principles  which  are  stated  in  the  1945  Constitution.  Projection 
into  the  future,  of  cource,  is  always  full  of  pitfalls  as  expectations  are  proven 
incorrect.  Nonetheless,  the  basic  principles  of  Indonesia's  foreign  policy  as 
referred  to  at  the  beginning  should  ensure  stability  and  continuity  in  In- 
donesia's foreign  policy  so  that  Indonesia  continues  to  play  a  positive  role  in 
international  affairs. 


Soviet-Indonesian  Trade  and  Economic  Co-operation 

Alexander  POPOV 


It  is  common  knowledge  that  trade  and  economic  relations  are  an  impor- 
tant factor  of  bilateral  inter-governmental  relations.  They  develop  in  a  close 
linkage  with  the  general  political  climate  of  bilateral  relations  between  states. 


Dr.  Alexander  Popov,  Institute  of  Oriental  Studies,  Moscow. 
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In  this  connection  one  may  state  with  satisfaction  that  in  recent  times  certain 
positive  changes  have  taken  place  in  the  Soviet-Indonesian  relations.  The  pro- 
cess started  with  the  visit  to  the  Soviet  Union  in  April,  1984,  of  Indonesia's 
Foreign  Minister,  Mochtar  Kusumaatmadja,  during  which  an  agreement  was 
reached  about  the  expansion  of  the  political,  trade,  economic  and  cultural  ties. 

In  this  context  it  is  to  be  emphasised  once  again  that  the  Soviet  Union's  at- 
titude towards  Indonesia  has  remained  unchanged  and  is  based  on  respect  for 
its  sovereignty  and  its  national  interests.  The  Soviet  Union  wants  to  continue 
to  promote  her  relations  on  the  basis  of  mutual  advantage  and  non- 
interference in  the  internal  affairs  of  each  other.  M.S.  Gorbachev,  speaking  at 
Vladivostok,  referred  to  Indonesia  as  one  of  the  major  states  of  Asia  and  con- 
firmed the  willingness  of  the  USSR  to  expand  her  ties  with  it.  Proceeding  from 
the  premise  that  there  are  differences  in  the  two  socio-political  systems  they  are 
however  not  an  unsurmountable  obstacle  to  the  development  of  mutually  ad- 
vantageous co-operation. 

The  national  interests  of  both  countries  are  not  contradictory.  Moreover, 
in  the  present-day  complex  international  situation  there  is  much  that  unites  the 
two  countries  and  first  of  all  both  countries  have  a  common  desire  for  peace 
and  nuclear  disarmament. 

The  Soviet  Union  welcomes  the  important  economic  results  achieved  by  In- 
donesia in  recent  years:  the  development  of  a  number  of  modern  industries 
(aluminium,  cement,  fertilisers,  oil-refining),  achievements  in  agriculture,  and 
above  all  the  considerable  increase  of  its  rice  output  which  enables  the  country 
to  become  self-sufficient  in  this  main  staple  food.  At  present  Indonesia's 
economy  faces  a  difficult  time,  the  Soviet  Union  wishes  her  great  people  suc- 
cesses in  the  implementation  of  the  national  development  programmes. 

The  Soviet  Union  highly  appreciates  the  prominent  role  played  by  In- 
donesia in  the  United  Nations,  the  Non-aligned  Movement  and  in  internatio- 
nal relations  in  general. 

Trade  and  economic  relations  play  an  ever  growing  role  in  Soviet- 
Indonesian  relations,  having  a  solid  legal  basis,  particularly  in  the  documents 
signed  in  1984-1985.  Of  great  importance  is  the  agreement  signed  in  Jakarta 
last  year,  setting  up  a  joint  commission  for  the  development  of  Soviet-Indone- 
sian co-operation. 

The  Soviet  Union  observes  that  the  Indonesian  side  takes  steps  to  eliminate 
the  difficulties  hindering  the  development  of  co-operation  with  Socialist  coun- 
tries, including  the  Soviet  Union.  The  Indonesian  side  also  encourages  col- 
laboration with  the  indigenous  private  business  communities  as  witnessed  by 
the  visit  to  the  USSR  of  the  Kadin  representatives  led  by  Gitosardjono-  the 
visit  to  Indonesia  of  the  delegation  of  the  USSR  Chamber  of  Commerce  and 
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Industry;  the  signing  by  the  two  Chambers  of  a  protocol  on  co-operation;  the 
setting  up  in  Indonesia,  in  the  framework  of  Kadin,  a  special  committee  to 
develop  co-operation  with  Socialist  countries.  An  important  role  in  the 
development  of  Soviet-Indonesian  co-operation  is  played  by  both  the  coun- 
tries' mutual  efforts  to  create  a  dynamic  and  constructive  climate  in  the 
bilateral  trade  and  economic  relations. 

The  prospects  of  such  trade  and  economic  relations  are  not  bad.  The  Soviet 
Union  and  Indonesia  do  not  compete  in  the  world  market  and,  in  a  certain 
sense,  both  economies  complement  each  other.  In  this  connection  it  seems  that 
a  question  arises  about  the  possibility  of  Soviet-Indonesian  co-operation  in  the 
framework  of  the  so-called  Pacific  economic  collaboration  which  is  at  present 
mooted  in  the  countries  of  the  Asian-Pacific  region. 

Speaking  in  Vladivostok,  M.S.  Gorbachev  said  that  the  Soviet  Union  is 
ready  to  join  in  the  deliberations  on  the  possible  foundations  of  such  co- 
operation; this  is  of  course,  if  it  is  not  conceived  in  a  forced,  blok-oriented  and 
anti-socialist  pattern  but  is  rather  the  result  of  free  discussions  without  any 
discrimination. 

At  present  a  certain  foundation  is  being  gradually  laid  in  Soviet-Indonesian 
relations,  the  contours  of  the  mechanism  of  co-operation  become  clearer, 
which  the  Soviet  Union  hopes  will  soon  yield  concrete  results. 

A  number  of  concrete  projects  of  Soviet-Indonesian  economic  co- 
operation are  already  under  discussion  at  present.  The  attention  of  some  of 
these  economic  organisations  is  focussed  on  the  projects  of  a  hydrogen  pero- 
xide plant,  ferro-concrete  constructions  and  aluminated  steel  constructions 
factories. 

The  Soviet  Union  realises  that  the  process  of  the  establishment  of  such  co- 
operation is  not  an  easy  one.  It  involves  looking  for  common  grounds  and  is 
hindered  by  the  inadequate  knowledge  of  each  other's  possibilities.  That  is 
why  it  seems  advisable  to  activate  the  exchange  of  delegations  to  obtain  better 
knowledge  of  markets  and  technological  posibilities  of  each  other.  The  invita- 
tions extended  by  the  Soviet  Union  to  representatives  of  Indonesian  economic 
organisations  to  visit  the  Soviet  Union  have  this  objective  in  view. 

It  should  be  noted  that  close  technico-economic  co-operation  is  maintained 
by  the  Soviet  Union  with  many  countries  of  Asia,  for  instance,  with  India, 
Turkey  and  Pakistan.  Soviet  trade  turnover  with  Pakistan,  to  take  one  exam- 
ple amounts  to  several  hundred  million  dollars.  A  big  steel  mill  in  Karachi  and 
a  tractor  plant  were  recently  built  with  Soviet  assistance  in  Pakistan. 

The  development  of  Soviet  technico-economic  co-operation  might  take  the 
form  of  supplies  to  Indonesia  of  Soviet  machinery,  equipment  and  high 
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technology  needed  for  the  development  of  Indonesia's  national  industry  to  be 
repaid  by  the  products  of  these  enterprises. 

Soviet-Indonesian  technico-economic  co-operation  might  also  be  helpful  in 
the  implementation  of  certain  targets  of  Indonesia's  five-year  plan  with  the 
consideration,  of  course  of  the  real  possibilities  of  the  two  sides. 

Soviet  organisations  are  interested  in  mutually  advantageous  collabora- 
tions both  with  the  public  and  private  companies  of  Indonesia.  Deliveries  of 
machineries,  transfer  of  technology,  rendering  various  services  by  Soviet 
organisations  to  co-operation  projects  are  accompanied  by  credits,  deliveries 
of  spare  parts,  the  servicing,  and  training  of  skilled  personnel.  The  accep- 
tabilitiy  and  mutual  advantage  of  such  a  co-operation  are  confirmed  by  the 
fact  that  it  is  successfully  maintained  with  80  states,  mostly  the  developing 
countries  of  Asia,  Africa  and  Latin  America.  Soviet  credit  terms  are  quite  ac- 
ceptable for  some  public  sector  projects,  not  to  speak  of  the  private  sector.  In 
addition,  there  are  possibilities  for  a  further  search  for  mutually  acceptable 
solutions,  and  it  is  important  that  new  ideas  for  co-operation  are  evolved  con- 
tinuously and  not  only  at  the  time  of  holding  seminars.  As  regards  the  Soviet 
Union,  she  does  not  stop  looking  for  mutually  acceptable  compromises.  Soviet 
organisations  are  willing  to  accept  as  repayment  of  credits,  not  with  hard  cur- 
rency, the  receipt  of  which  has  been  complicated  by  the  recent  fall  of  oil  prices, 
but  with  traditional  items  of  Indonesia's  non-oil  exports.  Co-operation  of  this 
kind,  as  practised  by  the  Soviet  Union  on  a  broad  scale  with  other  countries 
would  not  only  ensure  the  construction  of  industrial  and  other  enterprises 
needed  by  Indonesia's  economy,  but  at  the  same  time  help  to  enlarge  In- 
donesia's export  opportunities. 

In  regard  to  the  question  of  scientific  and  technical  co-operation,  in  a 
number  of  fields  the  USSR  occupies  advanced  technological  positions.  Accor- 
ding to  the  official  Unido  data,  the  USSR  share  in  the  world's  added  value  of 
industrial  production  amounts  to  17  per  cent,  and  the  Soviet  Union  accounts 
for  25  per  cent  of  all  patents  issued  in  the  world.  For  instance,  in  the  produc- 
tion of  computers  where  the  United  States  seem  to  lead,  the  USSR  was  the  first 
to  start  the  production  of  the  fifth  generation  computers  making  up  to  2 
billion  operations  per  second.  The  United  States  will  reach  this  level  only  bv 
1990. 

The  USSR  position  is  also  strong  in  the  field  of  textile  technology.  The  fact 
is  that  when  in  the  1970s  the  textile  industry  was  transferred  to  the  developing 
countries,  research  in  that  field  was  practically  discontinued  in  the  developed 
capitalist  countries,  while  in  the  Soviet  Union  it  has  been  carried  on,  and 
therefore  most  of  the  capitalist  states  seriously  lag  behind  the  USSR  in  that 
field. 

Everybody  knows  of  Soviet  achievements  in  the  study  of  outer  space. 
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Therefore  it  is  clear  that  the  USSR  possessing  the  best  technology  in  the  world 
in  a  number  of  fields,  may  render  to  Indonesia  substantial  technological 
assistance:  That  is  why  an  agreement  on  scientific  and  technological  co- 
operation between  the  USSR  and  Indonesia  could  be  quite  useful.  The  USSR 
has  such  agreements  with  a  great  number  of  developed  capitalist  and  develop^ 
ing  states,  and  at  present,  for  instance,  an  agreement  on  scientific  and 
technological  co-operation  is  going  to  be  signed  with  West-Germany. 

It  might  be  expected  that  agreements  of  this  kind  would  envisage  joint 
researches  in  such  fields  as  volcanology,  medicines,  control  of  fires,  research 
in  new  high-yielding  seeds,  etc.  It  might  also  provide  for  an  exchange  of  scien- 
tists and  the  training  of  Indonesian  specialists  in  Soviet  higher  educational 
establishments.  Finally,  Soviet-Indonesian  scientific  and  technological  co- 
operation might  include  also  the  joint  study  of  outer  space,  providing  for  In- 
donesia a  possibility  to  launch  its  peaceful  satellites  with  the  help  of  Soviet 
rockets. 

There  are  no  doubts  that  scientific  and  technological  co-operation  would 
facilitate  Soviet-Indonesian  technico-economic  collaboration,  which,  it  should 
be  stressed,  is  important  not  only  in  itself,  but  also  from  the  point  of  view  of 
trade  co-operation.  The  development  of  technico-economic  co-operation 
might  evidently  result  in  a  significant  expansion  of  Soviet-Indonesian  trade. 

Turning  to  the  present-day  state  of  the  Soviet-Indonesian  trade,  one  must 
admit  that  its  level  is  hardly  satisfactory  to  both  sides.  Suffice  it  to  say  that 
even  in  the  most  favourable  years  for  Soviet  trade,  Indonesia  accounted  for 
only  0.1  per  cent  of  the  total  foreign  trade  turnover  of  the  USSR  and  if  one 
takes  Indonesia's  trade,  this  index  will  be  a  little  more  than  0.3  per  cent.  It 
should  be  pointed  out  that  in  the  first  half  of  the  1980s,  especially  after  the 
signing  of  high  level  agreements,  Soviet-Indonesian  trade  significantly  in- 
creased and  in  1985  reached  a  record  level  of  94.2  million  roubles  (over 
US$120  million).  At  the  same  time,  one  has  to  point  out  that  this  level  was 
reached  only  because  of  the  growth  of  Soviet  purchases  in  Indonesia.  But  In- 
donesian import  from  the  USSR  in  1985  was  one  of  the  lowest  in  recent  years, 
amounting  to  3.7  million  roubles.  So  it  is  evident,  that  the  Soviet  Union  and 
Indonesia  should  look  together  for  a  way  to  remove  this  imbalance. 

In  the  last  two  or  three  years  certain  positive  changes  have  taken  place  in 
the  commodity  structure  of  Soviet-Indonesian  trade;  for  instance,  there  has 
been  diversification  of  Soviet  imports  from  Indonesia.  Soviet  foreign  trade 
organisations  met  the  wishes  expressed  by  Indonesian  representatives  of  of- 
ficial and  business  circles  in  the  course  of  talks  held  with  them  and  started  to 
buy  new  commodities  previously  not  imported  from  Indonesia.  Thus,  beside 
the  goods  traditionally  bought  such  as  rubber,  palm  oil,  spices  and  some  other 
goods  in  1984  palm  stearin,  coffee  and  pepper  were  purchased  and  in  1985  the 
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items  imported  by  the  Soviet  Union  also  included  tin,  latex,  block  rubber, 
coconut  oil,  tea,  cacao-beans  and  big-size  tyres.  Soviet  export  to  Indonesia, 
where  for  a  number  of  years  raw  cotton  accounted  for  the  bulk  of  its  value,  yet 
there  are  still  substantial  untapped  possibilities.  There  are  certainly  objective 
difficulties  hindering  the  solution  of  this  problem.  The  point  is  that  both  coun- 
tries as  yet  poorly  know  the  real  potentials  of  each  other.  That  is  why  the  two 
countries  should  advertise  their  commodities  more  actively.  As  it  is  known,  the 
exhibition  of  business  information  of  a  number  of  Soviet  foreign  trade 
organisations  was  arranged  in  Jakarta  this  year.  It  would  be  expedient  to  hold 
an  Indonesian  trade  and  industrial  exhibition  in  the  Soviet  Union,  which 
would  be  greatly  instrumental  in  the  development  of  trade  and  industrial  co- 
operation. 

The  inter-governmental  trade  agreement  signed  in  March  1974,  in  Jakarta 
accorded  the  most  favoured  nation  status  in  trade  and  sea  navigation  to  both 
countries  and  provides  a  sound  legal  basis  for  the  successful  development  of 
trade.  In  this  context  it  is  hoped  that  difficulties  of  a  local  nature  still  en- 
countered in  the  development  of  Soviet-Indonesian  trade,  such  as  for  example, 
the  registration  with  the  Department  of  Industry  for  agency  agreements  signed 
between  a  Soviet  organisation  and  an  Indonesian  company,  obtaining  permits 
for  the  arrival  of  Soviet  experts  to  the  site  of  the  operation  of  the  delivered 
equipment,  or  for  crews  of  Soviet  ships  visiting  Indonesia  going  ashore  to  rest, 
would  be  effectively  solved. 

While  trading  with  Indonesia,  the  Soviet  Union  is  willing  to  evolve  new 
forms,  for  instance,  concluding  buy-back  agreements  envisaging  the  utilisation 
of  Soviet  vessels  by  Indonesian  consignors  for  transporting  commodities  to 
third  countries  payed  by  deliveries  of  Indonesian  commodities.  A  similar 
agreement  signed  with  Thailand  has  been  in  force  for  two  years  already,  and 
another  one  is  under  discussians  with  Malaysia.  The  payment  for  purchases  by 
freight  could  be  extended  to  new  items  of  Indonesian  exports  to  the  USSR,  for 
instance  garments  produced  mostly  by  small  enterprises  providing  jobs  to  hun- 
dreds of  thousands  of  Indonesians. 

The  question  of  direct  trade  between  Indonesia  and  the  Soviet  Far  East 
should  also  be  studied,  especially  in  the  context  of  large-scale  plans  of  the 
economic  development  of  that  region  of  the  USSR  of  which  M.S.  Gorbachev 
spoke  at  Vladivostok. 

The  Soviet  Union  is  optimistic  about  the  prospects  of  the  development  of 
both  trade,  economic  and  in  general,  bilateral  relations  between  the  two  coun- 
tries. In  Soviet's  opinion,  there  exists  a  significant  potential.  Important 
measures  planned  for  Soviet-Indonesian  bilateral  relations  should  serve  as  a 
strong  impetus  to  their  development. 
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In  other  words,  there  is  a  wide  field  for  mutual  efforts  to  expand  Soviet- 
Indonesian  trade,  economic,  scientific  and  technological  ties  which,  no  doubt, 
will  serve  the  cause  of  peace  and  mutually  advantageous  co-operation  both  in 
Southeast  Asia  and  the  Asian-Pacific  region  as  a  whole. 


Indonesia-USSR  Economic  and  Trade  Relations 

Djukardi  ODANG 


In  the  realm  of  international  trade  three  interesting  developments  can  be 
observed  during  the  last  few  years.  Firstly,  while  the  world's  output  has  been 
growing  at  a  reduced  rate,  the  ratio  of  world  trade  to  total  world  output  has 
been  increasing  rather  significantly.  In  1960  and  1970  the  ratio  of  world  trade 
to  world  output  was  7.7  per  cent  and  8.7  per  cent,  respectively.  In  1980,  the 
ratio  increased  to  15.8  per  cent.1  This  development  suggests  the  growing  inter- 
dependency  among  nations.  ■ 

Secondly,  a  development  which  supports  the  first  one,  has  been  the  greater 
degree  of  openness  of  the  Socialist  economies,  in  particular  in  Eastern  Europe. 
Internal  economic  development,  coupled  with  changes  in  the  international 
economic  and  political  environments,  have  led  those  countries  to  open  up  their 
economies.  Thirdly,  barter  and  other  forms  of  countertrade  have  proliferated. 
This  development  may  have  resulted  from  the  growing  debt  problems  in  the 
developing  world,  increasing  protectionism  in  the  developed  countries,  or  the 
drop  in  oil  prices,  and  albeit  the  development  of  a  financial  superstructure 
which  could  provide  a  greater  variety  of  complicated  and  sophisticated  finan- 
cial and  banking  services.  Business  Trends  Analysts,  Inc.  estimated  that 
around  38  per  cent  of  world  trade  in  1982  was  conducted  on  the  basis  of 
countertrade.2  Other  estimates  were  lower,  namely  10  to  20  per  cent.3 

Djukardi  Odang  is  President  Director,  PT.  Pantja  Niaga. 

'Cary  Clyde  Hufbauer  and  Jeffrey  J.  Scott,  "Toward  a  'Growth  Round'  of  Trade  Talks,"  in 
Economic  Impact,  No.  52  (1986/2),  p.  18. 

2See,  Business  Trend  Analysts,  Inc.,  "The  World  of  Countertrade:  An  Analysis  of  the  Current 
Environment  &  Prospects  for  Future  Growth,"  1983,  p.  5,  and  "Revamping  the  Glass  Bead 
Business,"  in  South,  March  1985,  p.  55. 

3P.N.  Agarwala,  "Trade  Goes  over  the  Counter,"  Far  Eastern  Economic  Review,  23  August 
1984,  p.  52. 
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Those  three  developments  suggest  the  changing  nature  of  international 
trade  today  and  the  challenges  arising  from  them.  Different  countries  have 
designed  different  strategies  and  responses  to  those  developments,  and  there  is 
the  tendency  that  individual  countries  prefer  to  adopt  national,  unilateral  solu- 
tions rather  than  global,  multilateral  arrangements.  It  is  likely,  however,  that 
such  development  is  temporary  in  nature,  in  accordance  with  the  need  to  ad- 
just to  perceived  cyclical  fluctuations  in  the  world  economy.  But  it  is  also  likely 
that  this  development  has  its  structural  roots  in  the  present  global  economic 
order  and  in  the  prevailing  international  trading  system. 

Indeed,  the  present  international  economic  order  --  or  lack  of  such  order  ~ 
and  international  trading  system  -.-  or  the  absence  of  it  -  require  countries  to 
have  greater  flexibilities.  This  suggests  the  need  to  formulate  and  design  new 
approaches  to  strengthening  economic  co-operation  and  to  step  up  trade  rela- 
tions among  countries.  This  also  applies  to  the  relations  between  Indonesia 
and  the  Soviet  Union,  in  which  different  economic  systems  should  not  pose  an 
obstacle  to  the  establishment  of  mutually  beneficial  relationships. 

Ultimately,  both  countries  should  realise  that  in  order  to  benefit  from  the 
global  development,  as  reviewed  above,  they  should  increase  their  involvement 
in  international  economic  relations.  Experience  has  shown  that  trade  relations 
play  an  important  role  in  promoting  broader  economic  relations  among  coun- 
tries with  different  economic  and  political  systems,  and  even  in  promoting 
political  relations.  Sound  trade  relations  will  lead  to  greater  economic  relations 
in  the  area  of  investment,  aid,  technological  co-operation  and  the  like,  in- 
volving greater  numbers  of  institutions  and  agencies  on  both  sides. 

There  are  many  reasons  why  today  we  should  attempt  at  finding  new,  in- 
novative approaches  to  develop  bilateral  economic  relations  between  In- 
donesia and  the  Soviet  Union.  We  have  had  good  economic  relations  in  the 
past.  In  addition,  structural  changes  are  taking  place  within  our  respective 
economies.  Finally,  as  discussed  before,  the  task  in  front  of  us  is  dictated  by 
the  changing  nature  of  the  global  economy.  Indonesia,  on  her  part,  has  em- 
barked on  efforts  to  diversify  her  economy  and  her  foreign  economic  relations 
in  order  to  enhance  her  economic  resilience  and  flexibility. 


THE  DEVELOPMENT  OF  INDONESIA-USSR  ECONOMIC  AND  TRADE 
RELATIONS 

Indonesia-USSR  economic  and  trade  relations  date  back  to  12  August 
1956  with  the  signing  of  the  first  trade  agreement  between  the  two  countries. 
During  the  past  30  years  there  have  been  ups  and  downs  in  that  relationship.  In 
the  late  1950s  and  early  1960s  the  USSR  assisted  Indonesia  in  building  large- 
scale  development  projects.  During  that  time,  the  Soviet  Union  supplied  In- 
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donesia  with  17,000  trucks,  special  vehicles  and  cars,  more  than  40  helicopters 
360  tractors  about  300  metal  cutting  machines  and  900  road  construction 
equipments.  No  significant  economic  co-operation  took  place  since  1965. 

Trade  relations  between  Indonesia  and  the  Soviet  Union  fluctuated  greatly 
over  those  years.  From  the  beginning,  the  value  of  trade  between  the  two  coun- 
tries has  not  been  significant  and  therefore,  trade  relations  have  not  assumed 
great  importance.  During  the  past  8  years,  Indonesia's  exports  to  the  Soviet 
Union  fluctuated  between  US$22  million  to  US$80  million,  which  were  less 
than  1  per  cent  of  Indonesia's  total  exports  (see  Tables  1  and  3).  During  the 
same  period,  Indonesia's  imports  from  the  Soviet  Union  never  surpassed 
US$20  million  (see  Tables  2  and  4).  Thus,  with  the  exception  of  1982,  Indone- 
sia has  always  enjoyed  a  surplus  in  her  trade  with  the  Soviet  Union. 

Nevertheless,  the  commodity  composition  of  Indonesia's  exports  to  the 
USSR  has  been  limited  to  only  a  few  items,  largely  dominated  by  rubber. 
Other  important  commodities  are  coffee  and  vegetable  oil.  However,  those 
three  main  export  commodities  have  not  established  a  secure  and  continuous 
market  in  the  Soviet  Union  (see  Table  3).  The  same  features  hold  true  for 
Soviet's  exports  to  Indonesia.  The  commodity  composition  of  Indonesia's  im- 
ports from  the  Soviet  Union  has  been  somewhat  more  varied,  but  the  total 
amount  remains  small  and  fluctuates  greatly  with  regard  to  the  import  of  tools 
and  light  machineries  (see  Table  4).  Main  USSR  export  commodities  to  In- 
donesia are  cotton,  fertilisers,  and  chemicals.  In  general  it  can  be  said  that 
trade  relations  between  Indonesia  and  the  Soviet  Union  has  not  as  yet  reached 
the  state  of  continuity  or  maturity. 

The  insignificant  volume  of  trade  between  the  two  countries  appears  to 
have  received  greater  attention  by  both  sides  recently.  Attempts  to  enhance 
economic  and  trade  relations  were  made  since  1983.  In  September  1983  a 
Soviet  trade  delegation,  led  by  the  Deputy  Minister  for  Foreign  Trade,  Ivan 
Timofeyevich  Grishin,  visited  Jakarta.  In  April  of  the  next  year,  Foreign 
Minister  Mochtar  Kusumaatmadja  paid  a  visit  to  Moscow,  the  first  visit  ever 
made  by  a  minister  during  the  last  ten  years.  Consecutive  visits  in  the  same 
years  were  undertaken  by  the  Indonesian  Chamber  of  Commerce  (Kadin)  and 
by  the  Minister  Co-ordinator  for  Economic,  Financial  and  Industrial  Affairs, 
Ali  Wardhana.  During  the  latter's  visit  an  agreement  was  reached  to  form  a 
joint  commission  for  the  promotion  of  trade  and  economic  relations  between 
the  two  countries.  This  joint  commission  was  officially  established  in  April 
1985  when  the  Deputy  Chairman  of  USSR's  Council  of  Ministers,  Y.  Ryabov, 
and  the  Deputy  Chairman  of  the  State  Committee  for  Economic  Relations 
visited  Jakarta.  One  month  later  Kadin  made  a  return  visit  to  Moscow. 

4See,  "Perdagangan  Soviet-Indonesia:  Hasil-hasil  dan  Prospeknya"  (Soviet-Indonesia  Trade: 
Results  and  Prospect),  Press  Release  by  M.  Kiselev,  Head  of  the  Department  for  Asian  Trade, 
Soviet  Ministry  of  Foreign  Trade,  12  August  1986. 
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The  two  sides  appear  to  place  an  equally  great  interest  in  the  promotion  of 
trade  and  economic  relations,  as  suggested  by  the  visits  made  by  both  sides 
during  the  past  three  years.  One  concrete  implementation  was  the  holding  of 
the  Promotion  of  Trade  and  Business  Information  in  Jakarta  in  May  1986 
which  was  participated  by  15  Soviet  foreign  trade  organisations. 

As  suggested  earlier,  there  are  objective  reasons  for  the  two  countries  to 
enhance  their  bilateral  economic  relations.  Indeed,  there  also  are  potentials  for 
elevating  the  "residual"  nature  of  the  bilateral  trade  relations.  Apparently,  the 
political  will  is  there,  but  this  momentum  can  be  sustained  only  if  concrete 
follow-up  efforts  are  undertaken  by  both  sides. 

SOME  PROBLEMS  AND  HOW  TO  OVERCOME  THEM 

In  most  Socialist  economies,  international  trade  occupy  a  peripheral  posi- 
tion. The  first  priority  is  to  trade  amongst  the  Socialist  economies  themselves, 
namely  within  CMEA.  This  is  followed  by  trade  with  the  industrialised  Western 
economies,  partly  to  meet  the  need  for  capital  goods  and  technology.  Trade 
relations  with  the  developing  world  remain  rather  limited.  Seen  from  this  point 
of  view,  Indonesia-USSR  trade  relations  is  no  exception. 

It  needs  to  be  noted  that  recently  the  Eastern  European  countries,  in- 
cluding the  Soviet  Union,  have  made  serious  efforts  to  expand  their  foreign 
trade  relations.  More  clear  signals  have  been  sent  from  the  Soviet  Union,  most 
pronounced  in  Prime  Minister  Gorbachev's  Vladivostok  speech,  of  the  desire 
to  enhance  Soviet  economic  and  trade  co-operation  with  the  Pacific 
economies.  To  better  facilitate  trade  with  the  Pacific,  the  Soviet  Union  has 
built  a  big  harbour  in  Eastern  Siberia. 

The  above  steps  are  positive  and  help  contribute  to  the  promotion  of  trade 
with  Indonesia.  Indonesia,  on  her  part,  has  also  taken  the  necessary  measures 
to  streamline  her  trade  procedures  which  hitherto  constitute  a  major  hindrance 
to  enhancing  trade  with  the  Soviet  Union.  Nonetheless,  there  still  are  problems 
with  need  to  be  overcome. 

The  problems  which  are  encountered  in  the  effort  to  increase  trade  between 
Indonesia  and  the  Soviet  Union  can  be  grouped  into  two  categories.  The  first 
refers  to  problems  of  a  more  fundamental  nature,  resulting  primarily  from  the 
different  economic  and  trade  systems  of  the  two  countries.  The  second  pro- 
blem involves  technical  issues,  such  as  shipping,  payment  procedures,  trade 
credits,  lack  of  information  about  markets. 

The  latter  category  of  problems  can  more  readily  be  overcome.  Indonesian 
regulations  in  this  realm  are  quite  flexible  and  can  be  negotiated.  Problems  of 
shipping,  for  instance,  should  not  be  complicated  and  can  be  resolved.  Of 
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greater  urgency  is  the  need  to  increase  knowledge  and  understanding  of  market 
potentials  and  trade  procedures  of  both  sides. 

Serious  attention  should  be  given  to  the  more  fundamental  problems.  The 
Soviet  Union,  as  in  the  case  with  most  Socialist  economies,  aims  at  developing 
bilateral  trade  balances  as  a  matter  of  policy.  This  means  that  any  effort  on  In- 
donesia's side  to  increase  her  exports  to  the  Soviet  Union  should  also  be  ac- 
companied by  efforts  to  increase  her  imports  from  the  Soviet  Union.  Since  in- 
ternational trade  on  the  side  of  Indonesia  is  conducted  mainly  by  the  private 
sector  and  in  a  number  of  commodities  special  arrangements  --  involving 
licences  -  have  been  introduced,  the  practice  of  countertrade  cannot  easily  be 
developed  unless  innovative  procedures  are  developed. 

Thus,  both  sides  need  to  seriously  consider  the  posibility  of  Indonesia  in- 
troducing what  can  be  termed  an  "offshore  system"  in  her  trade  with  the  Soviet 
Union.  This  mechanism  in  essence  allows  Indonesia  to  re-export  Soviet  goods 
to  third  countries.  It  is  well  recognised  that  such  a  system  could  cause  a  "diver- 
sion" in  Indonesia-USSR  trade.  However,  over  time,  with  better  knowledge 
about  Soviet  products  on  the  part  of  Indonesian  consumers,  bilateral  trade 
could  improve.  Meanwhile,  Indonesian  traders  could  learn  and  become  more 
familiar  with  Soviet  trade  practices,  which  is  an  important  prerequisite  to 
enhancing  trade  between  the  two  countries. 

Finally,  the  heed  for  mutual  understanding  and  for  identifying  ways  and 
means  to  increasing  trade  between  Indonesia  and  the  Soviet  Union  must  be 
stressed  continuously.  It  is  hoped  that  strengthening  of  trade  relations  between 
the  two  countries  would  lead  to  greater  economic  co-operation.  Strengthening 
of  Indonesia-USSR  trade  relations  also  serves  to: 

1.  diversify  trade  on  both  sides  which  could  involve  a  greater  number  of  com- 
modities on  a  continuous  basis; 

2.  diversify  the  instruments  for  trade  on  both  sides  which  could  increase  the 
flexibility  to  trade  with  each  other,  involving  among  other  things  the  intro- 
duction of  an  "offshore  system"  in  implementing  countertrade  with  the 
participation  by  Indonesian  private  traders; 

3.  make  use  of  the  Soviet  Union  as  a  window  to  Eastern  Europe,  in  the  same 
way  that  the  Soviet  Union  could  make  use  of  Indonesia  as  a  window  to  pro- 
moting further  economic  relations  with  the  ASEAN  countries  and  the  Asia- 
Pacific  region. 

Such  development  would  give  substance  to  Prime  Minister  Gorbachev's 
Vladivostok  speech  which  thus  far  has  been  favourably  received  in  Indonesia. 
There  is  need,  also  on  the  part  of  the  Soviet  Union,  to  be  more  imaginative  and 
innovative  in  her  efforts  to  promote  trade  and  economic  relations  with  coun- 
tries in  the  Pacific  region  in  order  to  overcome  the  obstacles  which  hitherto 
have  resulted  from  differences  in  systems  and  practices.  Promotion  of 
Indonesia-USSR  trade  relations  can  contribute  to  that  end. 


Table  1 


INDONESIA:  EXPORT  AND  IMPORT  TO/FROM  SOCIALIST  COUNTRIES  AND  USSR 

1969-1985 
(million  USS) 


 EXPORT    IMPORT 

Tola!  Socialist  USSR  Total  Socialist 

Countries  Countries 


1969 

854 

19  (2.22) 

16  (1.87) 

781 

55  (7.04) 

5  (0.64) 

1970 

1,108 

26  (2.33) 

24  (2.17) 

1,102 

■    56  (3.08) 

6  (0.54) 

1971 

1.234 

13  (1.85) 

18  (0.81) 

1,103 

47  (4.26) 

12  (1.09) 

1972 

1,778 

12  (0.67) 

7  (0.39) 

1,562 

50  (3.20) 

6  (0.38) 

1973 

3,211 

16  (0.58) 

6  (0.19) 

2,729 

72  (2.64) 

3  (0.11) 

1974 

7,102 

37  (0.52) 

26  (0.37) 

4,770 

208  (4.36) 

37  (0.78) 

1975 

7,42* 

39  (0.53) 

26  (0.35) 

3,842 

122  (3.18) 

13  (0.34) 

1976 

8,547 

50  (0.39) 

37  (0.43) 

5,673 

40  (0.71) 

17  (0.38) 

1977 

10.853 

56  (0.52) 

32  (0.29) 

6,230 

79  (1.27) 

13  (0.21) 

1978 

11,643 

70  (0.68) 

52  (0.45) 

6,690 

129  (1.93) 

15  (0.22) 

1979 

15,590 

93  (0.68) 

55  (0.35) 

7,282 

71  (0.99) 

14  (0.19) 

1980 

21,909 

121  (0.55) 

73  (0.33) 

10.834 

138  (1.27) 

28  (0.18) 

19S1 

22,260 

114  (0.51) 

83  (0.37) 

13,272 

180  (0.75) 

41  (0.31) 

1982 

22,293 

61  (0.27) 

22  (0.18) 

16,859 

87  (0.52) 

39  (0.23) 

1983 

21,145 

113  (0.53) 

50  (0.24) 

16,352 

66  (0.48) 

25  (0.15) 

1984 

21,903 

105  (0.48) 

59  (0.27) 

13,882 

52  (0.37) 

12  (0.89) 

1985 

18,517 

78  (0.42) 

10,262 

3  (0.03) 

Sole:   (  )  indicates  perscntage  of  total. 

Sources:    International  Monetary  Fund,  Direction  of  Trade  Statistics,  Various  Issues;  and  Central  Bureau  of  Statistics,  Foreign 
Trade  Statistics.  1985. 


Table  2 


USSR:  EXPORT  AND  IMPORT  TO/FROM  DEVELOPING  COUNTRIES  AND  INDONESIA 

1969-1985 
(million  USS) 


 EXPORT     IMPORT 

Year 


Developing  Indonesia  Total  Developing  Indonesia 

Countries  Countries 


1969 

3,661 

724 

(19.78) 

4 

(0.1!) 

3,974 

1970 

3,909 

664 

(16.99) 

5 

(0.13) 

4,561 

1971 

4,288 

678 

(16.11) 

ii 

(0.26) 

4,715 

1972 

4,650 

650 

(13.98) 

5 

(0.11) 

6,273 

1973 

6,876 

870 

(12.65) 

3 

(0.O4) 

8,671 

1974 

10.874 

3,438 

(31.62) 

12 

(0.11) 

,622 

1975 

11.368 

3,481 

(30.62) 

34 

(0.30) 

17,571 

1976 

13,178 

3,636 

(27.74) 

15 

(0.1 1) 

18,857 

1977 

13,687 

4,539 

(28.93) 

11 

(0.07) 

18,900 

1978 

19,873 

7,308 

(36.77) 

14 

(0.07) 

23.275 

1979 

26,259 

8,818 

(33.58) 

12 

(0.05) 

28.061 

1 980 

32,426 

10,957 

(33.79) 

18 

(0.06) 

33,263 

1981 

33,029 

11,502 

(34.82) 

38 

(0.12) 

38,641 

1982 

33.740 

10.773 

(31.93) 

36 

(0.1 1) 

36,696 

1983 

33.004 

10,355 

(31.98) 

23 

(0.07) 

35,964 

1984 

32.816 

10,000 

(30.47) 

11 

(0.03) 

34,897 

1983 

3 

972  (24.46) 
1,121  (24.58) 
1,215  (25.77) 
1,299  (20.71) 
1,593  (18.37) 
4,179  (35.96) 
5,189  (29.53) 

5,183  (27.50) 
5,336  (28.34) 
7,773  (33.40) 
8.898  (31.71) 
13,740  (38.96) 

16.615  (43.00) 
14,217  (38.74) 
13,520  (37.39) 
13,222  (37.89) 


52  (1.31) 
49  (1.07) 
56  (1.19) 
63  (1.00) 
78  (0.90) 
26  (0.22) 
26  (0.15) 

37  (0.20) 
32  (0.17) 
52  (0.22) 
35  (0.20) 
73  (0.21) 

83  (0.21) 
22  (0.06) 
30  (0.14) 
39  (0.17) 
78 


Note:   (  )  Indicates  percentage  of  total. 

Sources:    International  Monetary  Fund.  Direction  of  Trade  Statistics.  Various  Issues;  and  Central  Bureau  of  Statistics,  For- 
eign Trade  Statistics,  1983. 


Table  3 


INDONESIA:  EXPORT  TO  USSR  BY  3  DIGIT  SITC,  1979-1985 
(Thousand  US$) 


•SITC  Description 


1979 


1981 


001  Live  animals  chiefly  for  food 
071     Coffee  and  coffee  substitutes 

074  Tea  and  mate 

075  Spices 

21 1     Hides  and  skins 

232     Nat.  rubber  latex;  nat.  rubber  and 

similar  nai.  guas 
248     Wood,  simply  worked  and  railway 

sleeper  of  wood 
424     Other  fixed  vegetable  oils,  fluid  or 

solid,  crude,  ref/pur. 
431     Animal  &  veg.  oil  and  fat  processed 

and  wax  of  anim/veg. 
512     Alcohols,  phenols,  phen.-alc. 

and  their  halogenated 
625     Rubber  tyre,  tyre  cases,  treads, 

inner  tubes,  &  tyre  flaps 
635     Wood  manufactures,  n.e.s. 
651     Textile  yarn 
687  Tin 

719     Mach.  &  appliances  &  mach.  parts 
821     Furniture  and  pans  thereof  , 
841  Clothing 

883     Cinematograph  film,  exposed  and 
developed 

931     Special  transactions  &  commodities 

n.c.a.k. 
941     Animals,  n.e.s. 


379.2 
48,611.7 


2.6 
361.2 


75.8 
15.9 


43.2 
4.0 


61.0  5.8 
0.5  2.1 


5.9 


1.8  1.4  l.g 

2,974.7  5,571.1 
1.561.2 
285.8  2,647.1 


72,869.9     67,182.3     21,883.6     48.488.9     41,551.2  32.518.5 
268.3  - 

1,231.8       1,682.9  17.129.6 

11.933.5  12.479.4 

.*»'"'  l«Mf  174.7 

420.0          -  188.4 


5.834.4 


Total 


54,771.5     72,925.0     79.979.0     22,355.2     50,316.0     58,696.1  77,931.7 


Sources:  Central  Bureau  of  Statistics,  Indonesia  Foreign  Trade  Slatiilics  (Export).  1979-1985. 


Table  4 


INDONESIA:  IMPORT  FROM  USSR  BY  3  DIGIT  SITC,  1982-1985 
(Thousand  USS) 


SITC 

Description 

1982 

1983 

1984 

1985 

037 

Fish,  crustaceans  and  molluscs,  prepared  or 
preserved  n.e.s. 

1.0 

054 

Vegetables,  fresh  chilled,  frozen  or  simply  preserved 

1.7 

098 

Hdible  product  and  preparation 

4.0 

112 

Alcoholic  beverages 

21.0 

1.0 

0.3 

2.8 

263 

Cotton 

16,489.5 

13,313.9 

6.063.9 

250.3 

269 

Old  clothing  and  other  old  textile  articles:  rags 

8.9 

14.9 

271 

Other  crude  minerals 

4.7 

513 

Carboxylic  adds,  and  their  unhydrldea,  halides,  peroxides 

19.7 

27.6 

515 

Organo-inorganic  and  heterocyclic  compounds 

14.2 

31.2 

116 

Other  organic  chemicals 

17.5 

522 

Inorganic  chemical  elements,  oxides  and  halogen  salts 

99.6 

16.6 

523 

Other  inorganic  chemicals;  organic  &  Inorganic 

compounds 

90.4 

200.2 

170.2 

3.1 

541 

Medicinal  and  pharmaceutical  products 

63.6 

44.3 

78.1 

40.2 

551 

Essential  oils,  perfume  and  flavour  materials 

0.6 

562 

Fertilizers,  manufactured 

13.783.2 

5,690.1 

1.513.5 

1.000.3 

572 

Explossives  and  pyrotechnic  products 

21.0 

503 

Polymerization  and  copolvmerizallmt  products 

»«6.3 

1,120.6 

598 

Miscellaneous  chemical  products,  n.e.s. 

23.2 

8.3 

6.3 

6.7 
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Table  4  (continued) 


sue 

Description 

1982 

1983 

1984 

1985 

628 

Articles  of  rubber 

0.3 

664 

Glass 

3,106.1 

433.2 

118.2 

665 

Glassware 

5.0 

33.6 

13.0 

671 

Pig  iron,  spiegeleisen,  sponge  iron,  ferro-alloys 

11.6 

1,322.5 

679 

Tubes,  pipes  and  fittings  of  iron  or  steel 

0.1 

692 

Metal  containers  for  storage  and  transport 

412.3 

234.9 

90.0 

- 

694 

Nails,  screws,  nuts,  bolts,  rivets  in  the  like  of  iron, 

steei/copper 

0.7 

5.9 

6.2 

4.6 

693 

Tools  for  use  in  the  hand  or  in  machine 

2.2 

696 

Cutlery 

0.7 

699 

Manufac.  of  base  metal,  n.e.s. 

0.9 

713 

Interna]  combustion  piston  engines  and  parts 

14.3 

15.3 

18.2 

716 

Rotating  electric  plant  and  parts  thereof,  n.e.s. 

41.3 

721 

Agricultural  machinery  &  pans 

9.0 

722 

Tractors 

211.4 

38.1 

723 

Civil  engineering  and  contractor  plant  and  equipment 

and  parts 

1,101.7 

75.4 

7.3 

724 

Textile  &.  leather  machinery,  and  parts  of  thereof,  n.e.s. 

2,141.4 

1,920.9 

2,606.3 

1,569.1 

723 

Paper  mil!  and  pulp  mill  machinery,  paper 
cutting  machine 

10.9 

727 

Food  processing  machines  and  parts  thereof,  n.e.s. 

1.3 

721 

Other  machine  &  equip,  specialised  for  particular  indust. 

355.9 

3.3 

85.5 

37.4 

736 

Machine-tools  for  working  metal  or  metal 

carbides  &  parts 

11.7 

13.8 

737 

MetaJ  working  machinery  &  parts 

103.5 

167.6 

56.8 

741 

Heating  and  cooling  equipment  and  parts  thereof,  n.e.s. 

372.0 

295.9 

140.2 

284.9 

742 

Pumps  for  liquid  and  pans 

18.9 

2.8 

39.8 

743 

Pumps  and  compressors;  fans  &.  blowers;  centrifuges 

and  pans 

21.0 

3.9 

0  7 

743 

Other  non -electrical  machinery,  tools  and  mechanical  app. 

1.7 

5  1 

749 

Non-electric  pans  <Jc  accessories  of  machinery,  n.e.s. 

59.6 

30.8 

9.3 

731 

Office  Machine 

761 

Television  receivers 

0.6 

4.9 

762 

Radio-broadcast  receivers 

0.1 

0.1 

763 

Gramaphones,  dictating  machine  &  other  sound  recorder 

1.1 

1.0 

764 

Telecomunication  equipment  n.e.s.  and  pan 

0.1 

772 

Electrical  apparatus  for  making  and  breaking 
electrical  circuit 

0.8 

0.2 

775 

Household  type,  electrical  and  non-electrical  equipment 

2.5 

* 

778 

Electrical  machinery  and  apparatus,  n.e.s. 

7  0 

2.9 

782 

Motor  vehicle  for  the  transport  of  goods 

5.5 

2  2 

784 

Pans  and  accessories,  n.e.s.  of  motor  vehicles 

84.6 

20  2 

18. 1 

786 

Trailer  and  other  vehicle,  not  motorised 

17.2 

821 

Furniture  and  pans  thereof 

14.1 

871 

Optical  instrument  and  app. 

0.4 

872 

Medical  instruments  and  appliances,  n.e.s. 

1.7 

873 

Meters  and  counters,  n.e.s. 

- 

0.2 

• 

874 

Measuring,  checking,  analysing  controlling  instrument 

881 

and  app. 

3.4 

0.5 

Photographic  apparatus  and  equipment,  n.e.s. 

0.2 

1.6 

883 

Cinematograph  film,  exposed  and  developed 

0.5 

0.9 

892 

Printed  matter 

0.4 

0.1 

2.9 

894 

Baby  carriages,  toys,  games  and  sporting  goods 

0.8 

193 

Office  and  stationery  supplies 

1.4 

896 

Works  of  an,  collectors  pieces  and  antiques 

0.2 

898 

Musical  instrument  and  parts  and  accessories  thereof 

3.6 

1.4 

899 

Other  miscellaneous  manufactured  anicles,  n.e.s. 

9.4 

22.4 

931 

Special  transactions  and  commodities,  n.c.a.k. 

25.6 

2.0 

2.9 

21.0 

Total 

39,186.8 

24,928.6 

12,119.0 

3,366.1 

Sotmn:  Ccmrtl  Bureau  of  SuiiMia,  Indonesia  Fore/en  Trade  Statistic  (Import).  1982-1983. 


Indonesia's  Changing  Perception 

of  the  Soviet  Union 

J.  Soedjati  DJIWANDONO 


Perceptions  of  the  Soviet  Union  are  likely  to  vary  not  only  from  one  In- 
donesian to  another  at  a  given  time  depending  on  such  factors  as  the  in- 
dividual's degree  of  konwledge  of  the  country  and  sources  of  information 
available,  but  also  from  one  period  of  time  to  another.  Insofar  as  perceptions 
are  related  to  policy,  however,  it  is  those  of  Indonesia's  leadership  that  matter. 
It  is  the  prevailing  perception  of  the  Soviet  Union  on  the  part  of  Indonesia's 
political  or  governmental  leadership  that  shapes  its  policy  toward  the  Soviet 
Union  at  a  given  time. 

This  leadership's  perception,  however,  has  not  remained  constant.  In  the 
ihort  span  of  Indonesia's  recent  history,  it  has  been  changing,  and  hence  In- 
donesia's changing  policy  toward  the  Soviet  Union,  especially  in  the  light  of  its 
experience  in  its  contact  and  association  with  that  country.  The  following  is  an 
attempt  to  identify  and  examine  the  perceptions  of  successive  generations  of 
Indonesia's  political  leadership  regarding  the  Soviet  Union  that  have  underlied 
and  may  serve  to  explain  Indonesia's  changing  attitude  and  policy  towards  the 
Soviet  Union. 


PRELUDE  TO  DIPLOMATIC  RELATIONS 

The  Soviet  Union  accorded  recognition  to  an  independent  Indonesia  in 
January  1950,  but  an  exchange  of  diplomatic  missions  took  place  only  in 
September  1954.  Prior  to  Indonesia's  independence,  contact  with  the  Soviet 
Union  was  maintained  through  the  membership  of  the  Communist  Party  of 

Paper  presented  at  workshop  on  The  Soviet  Union  and  the  Asia-Pacific  Region,  Honolulu, 
Hawaii,  2-4  April  1986,  sponsored  by  Resource  System  Institute,  East  West  Center.  Dr.  J. 
Soedjati  Djiwandono  is  Head  of  the  Department  of  International  Relations,  CSIS. 
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Indonesia  (PKI)  in  the  Comintern.  Established  in  1920,  the  PKI,  the  oldest 
communist  party  in  Asia,  joined  the  Comintern  in  the  following  year. 

However,  the  PKI's  membership  in  the  Comintern  did  not  necessarily 
mean  that  the  Soviet  Union,  through  the  Comintern,  exerted  a  strong  in- 
fluence on  the  Indonesian  communists.  In  fact,  contrary  to  popular  belief,  the 
communist  revolt  in  Indonesia  in  1926-1927  was  against  Moscow's  advice  and 
Comintern's  strategy  of  "united  front  from  above"  outlined  in  its  congress  of 
1922.1 

Nevertheless,  the  very  existence  of  the  PKI  was,  of  course,  partly  due  to  the 
influence  not  only  of  Marxism,  which  had  come  to  Indonesia  much  earlier,  but 
also  more  particularly  to  the  influence  of  the  Russian  Revolution.  Indeed, 
both  Marxism  and  the  Russian  Revolution  had  an  influence  not  only  on  the 
rise  of  the  PKI  but  also  on  the  Indonesian  nationalist  movement  for  in- 
dependence. Writing  in  1930,  Mohammad  Hatta,  later  Vice  President  and 
Prime  Minister,  admitted  that  the  Russian  Revolution,  perhaps  regarded 
generally  as  a  victory  against  oppression,  "contributed  to  stirring  up  the 
political  atmosphere  in  Indonesia,"  and  subsequently  gave  rise  to  an  extreme 
left  wing,  a  hidden  communist  faction,  within  the  Sarekat  Islam  (Islamic 
Association),  the  first  Indonesian  nationalist  organisation.  This  leftist  faction 
was  later  expelled  from  the  organisation  and  finally  led  to  the  birth  of  the 
PKI.2 

He  also  conceded  that  "each  suppressed  nation  ~  be  it  republican  or 
monarchist,  possibly  even  anti-communist,  has  an  interest  in  the  existence  of 
Soviet  Russia,  which  is  a  continuous  threat  to  Western  Europe  and  its  civilisa- 
tion. As  long  as  this  threat,  exists  the  pressure  of  imperialism  in  colonial  coun- 
tries will  be  eased."3  Thus  quite  apart  from  its  communist  ideology,  the  exis- 
tence of  the  Soviet  Union  being  considered  as  an  antithesis  of  imperialism  and 
colonialism,  with  which  Indonesians  were  directly  encountering  in  their  strug- 
gle for  national  independence,  it  was  felt  that  both  Indonesia  and  the  Soviet 
Union  had  a  common  enemy,  which  was  imperialism.  This  serves  to  explain 
the  positive  response  on  the  part  of  Indonesian  nationalists  to  the  setting  up  of 


'For  an  early  history  of  the  PKI,  see,  among  others,  Arnold  C.  Brackman,  Indonesian  Com- 
munism: A  History  (New  York:  Frederick  A.  Praeger,  1963);  Jeanne  S.  Mintz,  Mohammed,  Marx 
and  Marhaen:  The  Roots  of  Indonesian  Socialism  (London:  Pall  Mall  Press,  1965);  Charles  B. 
McLane,  Soviet  Strategies  in  Southeast  Asia:  An  Exploration  of  Eastern  Policy  under  Lenin  and 
Stalin  (Princeton,  N.J.:  Princeton  University  Press,  1966);  and  Ruth  T.  McVey,  The  Rice  of  In- 
donesian Communism  (Ithaca,  New  York:  Cornell  University  Press,  1965). 

2Mohammad  Hatta,  "Objectives  and  Policy  of  the  National  Movement,"  in  Portrait  of  a 
Patriot:  Selected  Writings  by  Mohammad  Hatta  (The  Hague:  Mouton,  1972),  p.  113. 

3Mohammad  Hatta,  "A  Retrospective  Account  of  the  Second  Congress  of  the  League  against 
Imperialism  and  for  National  Independence  held  in  Frankfurt,"  ibid.,  p.  202. 
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the  League  Against  Imperialism  by  the  Comintern  in  1926,  with  which,  for  a 
time,  the  Perhimpunan  Indonesia  (Indonesian  Students'  Association  in 
Holland)  was  associated.4  In  addition,  the  Marxist-Leninist  theory  of  im- 
perialism had  a  special  appeal  among  Indonesian  nationalists.5 

It  is  to  be  noted,  however,  that  the  Indonesian  nationalist  leaders  had 
nonetheless  no  illusions  about  relations  with  the  Soviet  Union.  Hatta  further 
wrote  that: 

...  however  much  interest  the  suppressed  nations  have  in  the  existence  of  Soviet-Russia,  it 
would  be  foolish  to  suppose  that  they  would  be  able  and  ready  to  defend  it.  They  themselves 
are  still  suffering  from  terrible  suppression  and  unable  to  banish  the  imperialist  rulers  out  of 
their  country,  they  need  all  their  powers  to  safeguard  their  existence  --  how  could  they  feel 
themselves  obliged  to  come  to  someone  else's  aid?  ... 

...  History  of  the  last  decade  has  clearly  indicated  that  the  suppressed  nations  are  prepared 
to  use  Moscow  when  necessary,  but  in  return  are  not  prepared  to  be  used  by  Moscow  ... 

...  They  are  prepared  to  work  on  an  equal  footing  with  Western  anti-imperialist  forces  in- 
sofar as  is  beneficial  to  their  purposes,  but  never  in  a  subordinate  position  or  relationship  ...6 

Indeed,  the  association  of  Perhimpunan  Indonesia  with  the  Anti- 
Imperialist  League  referred  to  earlier  was  short-lived,  because  the  Indonesians 
were  soon  to  realise  the  increasing  domination  of  the  Comintern  in  the  League 
and  thereupon  decided  to  abandon  it.  This  took  place  in  1929. 7 

Nevertheless,  not  only  did  Marxism  retain  its  appeal  among  Indonesian  na- 
tionalists and  most  of  them  continue  to  accept  the  Leninist  view  of  im- 
perialism, but  reinforced  by  Soviet  propaganda,  it  has  generally  been  believed 
in  Indonesia  until  today  that  the  Soviet  Union  was  not  only  the  first  to  raise  the 
Indonesian  question  in  the  United  Nations  Security  Council  at  its  first  meeting 
in  London  in  January  1946,  but  it  had  continued  since  then  to  be  a  consistent 
champion  of  the  Indonesian  cause  to  the  end.  The  truth  is,  of  course,  far  from 
rosy. 

For  one  thing,  the  so-called  Ukrainian  complaint  that  was  filed  in  the 
Security  Council  meeting  in  London  on  21  January  1946  was  not  intended  as 
an  initiative  to  sponsor  the  Indonesian  cause  as  such.  Rather,  it  was  lodged 
first  and  foremost  as  a  counter  against  an  Iranian  complaint  about  the  presence 
and  alleged  interference  of  Soviet  armed  forces  in  Iran.  The  Ukrainian  S.S.R. 
accused  the  British  and  Japanese  troops  of  participating  in  military  operation 

4Se  Mintz,  "Marxism  in  Indonesia"  in  Marxism  in  Southeast  Asia:  A  Study  of  Four  Countries, 
ed.  Frank  N.  Trager  (Stanford,  Cal.:  Stanford  University  Press,  1959),  pp.  191-192. 

sIbid.,  p.  271 ;  George  McTurnan  Kahin,  Nationalism  and  Revolution  in  Indonesia  (Ithaca  and 
London:  Cornell  University  Press,  1952),  p.  51. 

6Hatta,  "Retrospective  Account,"  pp.  202-203. 

7Kahin,  Nationalism,  p.  89. 
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against  the  local  Indonesian  population.  It  was  stated  that  such  activities  con- 
stituted "a  threat  to  the  maintenance  of  peace  and  security,"  and  the  Council 
was  asked  to  carry  out  the  necessary  investigation  under  Article  34  of  the 
United  Nations  Charter  and  to  take  measures  to  put  an  end  to  the  situation 
that  had  arisen  in  Indonesia.  But  in  the  ensuing  debate  both  the  Soviet  and  the 
Ukrainian  delegates  broadened  the  charge  by  accusing  the  British  and 
Japanese  troops  of  waging  war  for  the  purpose  of  suppressing  the  "Indonesian 
national  liberation  movement."8 

The  Ukrainian  draft  resolution  to  establish  a  commission  of  inquiry  was 
finally  turned  down  when  it  was  put  to  the  vote  on  13  February.  An  Egyptian 
proposal  calling  for  the  withdrawal  of  British  troops  as  soon  as  their  purpose 
had  been  accomplished  was  amended  by  the  Soviet  delegate  to  include  a 
despatch  of  a  commission  of  the  same  composition  found  in  the  Ukrainian 
draft  resolution  (of  the  United  States,  China,  the  Soviet  Union,  Poland  and 
the  Netherlands).  These,  too,  the  Egyptian  proposal  and  the  Soviet  amend- 
ment, were  defeated.  However,  the  Soviet  Union  had  emerged  as  the  cham- 
pion of  Asian  nationalism,  and  continued  to  support  the  Indonesian  side  of 
the  argument  within  the  United  Nations. 

The  Soviet  support  for  the  Indonesian  struggle  for  independence  was  clear- 
ly intended  to  be  evidence  of  Moscow's  consistent  encouragement  of  national 
liberation  movement.  And  indeed,  Soviet  policies  during  this  period  tended  to 
alter  the  balance  of  opinion  in  Indonesia  regarding  the  United  States  and  the 
Soviet  Union:  the  United  States  became  increasingly  identified  as  a  supporter 
of  the  Dutch  and  of  colonialism,  while  the  Soviet  Union  was  emerging  as  a 
disinterested  party  in  the  colonial  struggle  where  sympathy  could  be  depended 
upon  and  whose  revolutionary  objectives  were  not  in  conflict  with  those  of  the 
Indonesian  Republic  itself.  Many  Indonesians,  communists  and  non- 
communists  alike,  had  become  favourably  disposed  towards  the  Soviet  Union 
as  a  staunch  supporter  of  the  Indonesian  struggle.9 

Meanwhile,  there  was  growing  disillusionment  with  the  United  States, 
whose  role  and  attitude  had  been  felt  to  be  far  short  of  Indonesia's  expecta- 
tions. Indeed,  for  some  time  the  attitude  and  actions  of  the  United  States  had 
been  more  and  more  interpreted  by  Indonesians  as  favouring  the  Dutch.  This 
led  many  Indonesians,  communists  and  non-communists  alike,  to  believe  that 
left  to  its  own  devices  Indonesia  could  never  win  independence.  It  was 
therefore  felt  that  with  one  of  the  two  big  powers,  the  United  States,  now 
backing  the  Dutch,  the  only  alternative  would  be  for  Indonesia  to  align  itself 

"For  an  account  of  the  Soviet  role  in  the  United  Nations  during  the  Indonesian  Revolution,  see 
Alastair  M.  Taylor,  Indonesian  Independence  and  the  United  Nations  (Ithaca,  N.Y.:  Cornell 
University  Press,  for  the  Carnegie  Endowment  for  International  Peace,  1960). 

'See  Kahin,  Nationalism,  p.  220;  and  McLane,  Soviet  Strategies,  pp.  290-291. 
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with  the  other  big  power,  the  Soviet  Union.10 

The  inclination  towards  a  closer  alignment  with  the  Soviet  Union  was 
growing  stronger  particularly  within  the  PKI.  Significantly  the  hardened  at- 
titude of  the  Indonesian  communists  and  their  sympathisers  coincided  with  the 
return  of  Indonesian  delegates  from  communist-sponsored  international  con- 
ferences, especially  the  Calcutta  Conference  held  in  February  1948  where  the 
new  Soviet  hard  line  had  been  discussed.11  This  was  Zhdanov's  two-camps 
doctrine  enunciated  on  the  occasion  of  the  formation  of  the  Cominform  in 
September  the  year  before,  as  the  Cold  War  was  rapidly  unfolding. 

Soon  Indonesia's  relations  with  the  Soviet  Union  became  a  domestic 
political  issue,  which  was  one  of  the  most  serious  and  significant  episodes  in 
modern  Indonesian  history  involving  a  foreign  policy  issue.  In  the  first  place 
the  question  of  Indonesia's  relations  with  the  Soviet  Union  was  caught  up  in 
the  domestic  power  struggle  which  occasioned  the  Madiun  rebellion  and  a 
brief  but  bloody  and  ferocious  civil  war.  In  the  second  place,  it  was  the  same 
debate  about  the  nature  of  Indonesia's  relations  with  the  Soviet  Union  that  ac- 
tually prompted  the  Indonesian  government  (under  Vice-President  and  con- 
currently Prime  Minister  Mohammad  Hatta)  to  promulgate  Indonesia's  in- 
dependent and  active  foreign  policy,  to  which  all  succeeding  governments  have 
committed  themselves.  This  was  done  in  a  historic  statement  before  the  session 
of  the  Working  Committee  of  the  Indonesian  Central  National  Committee 
(BPKNP)  in  Yogyakarta  on  2  September  1948. 12  The  statement  was  made  in 
reply  to  the  plank  in  the  platform  of  the  PKI  calling  for  an  alignment  with  the 
Soviet  Union.  The  significance  of  what  is  now  regarded  as  the  seminal  enun- 
ciation of  Indonesia's  independent  and  active  foreign  policy  seems  to  warrant 
some  quotation  at  length.  Thus  Hatta  declared,  in  part,  that: 

This  group  [the  PKI  and  its  sympathisers]  urges  that  the  Republic  of  Indonesia,  which  is  fight- 
ing against  imperialism,  openly  take  its  place  in  the  anti-imperialist  front  led  by  Soviet  Russia 
to  fight  imperialism  ... 


I0Kahin,  Nationalism,  p.  256 

nIbid.,  for  a  fuller  discussion  on  the  Calcutta  Conference  and  the  question  of  its  possible  link 
with  the  hardening  attitude  of  the  Southeast  Asian  communists,  see,  McVey,  The  Soviet 
View  of  the  Indonesian  Revolution:  A  Study  in  the  Russian  Attitude  towards  Asian  Nationalism. 
Interim  Report  Series,  Southeast  Asia  Program,  Modern  Indonesia  Project  (Ithaca,  N.Y.:  Cornell 
University,  Department  of  Far  Eastern  Studies,  1957);  idem,  "The  Southeast  Asian  Insurrec- 
tionary Movements,"  in  Communism  and  Revolution:  The  Strategic  Uses  of  Political  Violence, 
ed.  Cyril  E.  Black  and  Thomas  P.  Thornton  (Princeton,  N.J.:  Princeton  University  Press,  1964), 
pp.  145-184;  and  The  Calcutta  Conference  and  the  Southeast  Asian  Uprisings,  Interim  Report 
Series,  Southeast  Asian  Program,  Modern  Indonesia  Project  (Ithaca:  Cornell  University,  Depart- 
ment of  Far  Eastern  Studies,  1958). 

I2Hatta,  Mendajung  Antara  Dua  Karang  (Jakarta:  Department  of  Information,  1951). 
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But  have  we,  the  Indonesian  people,  fighting  for  our  freedom  no  other  choice  than  either  being 
pro-Russia  or  pro-America?  Is  there  no  other  position  that  we  can  take  in  pursuit  of  our 
ideals? 

The  Government  is  of  the  opinion  that  the  position  to  be  taken  is  that  we  should  not  become  an 
object  in  international  politics,  but  a  subject  entitled  to  determine  our  own  attitude,  to  strive  to 
achieve  our  own  end,  namely,  a  fully  independent  Indonesia. 

Our  struggle  must  be  carried  out  on  the  basis  of  our  old  motto:  Have  confidence  in  ourselves 
and  struggle  on  the  basis  of  our  own  ability.  This  does  not  mean  that  we  shall  not  take  advan- 
tage of  the  turmoil  of  international  politics  ...  Everyone  of  us  will  certainly  have  a  sympathy 
with  this  or  that  group,  but  the  struggle  of  our  nation  cannot  be  resolved  simply  by  succumbing 
to  sympathy,  but  it  should  be  based  on  reality,  on  the  interest  of  our  state  at  all  times.  ... 

If  this  struggle  is  considered  from  the  communist  point  of  view,  then  the  standpoint  is  correct 
.  that  everything  is  based  on  the  policy  of  Soviet  Russia.  For  a  communist  Soviet  Russia  is  the 
basis  for  the  achievement  of  all  his  ideals,  for  his  communist  struggle  rises  and  falls  with  Soviet 
Russia.  Soviet  Russia  is  the  guide  for  the  realisation  of  his  ideals,  and  therefore  the  interests  of 
Soviet  Russia  in  the  international  political  struggle  are  given  priority.  If  necessary,  in  order  to 
strengthen  the  position  of  Soviet  Russia,  all  interests  outside  Soviet  Russia  are  sacrificed,  in- 
cluding the  interest  of  Freedom  for  the  colonial  countries,  as  happened  in  1935  and  in  the 
subsequent  years.  For  in  his  view,  when  Soviet  Russia,  which  he  has  helped,  has  won  victory 
over  imperialism,  freedom  will  automatically  come. 

Not  so  is  the  standpoint  of  a  nationalist,  although  his  social  outlook  may  be  based  on 
socialism.  From  the  nationalist  point  of  view,  independence  takes  precedence,  and  all  efforts 
are  concentrated  on  the  struggle  to  attain  that  independence.  His  main  consideration  is  how  he 
can  achieve  independence  for  his  nation  in  the  shortest  possible  time.  In  consequence  the  basis 
of  his  struggle  is  different  from  that  advocated  by  a  communist  ...  He  therefore  does  not 
automatically  choose  between  the  two  opposing  currents.  However  great  his  sympathy  may  be 
with  the  current  closer  to  him,  he  will  take  his  own  step  in  facing  the  problem  of  independence. 

No  matter  how  weak  we  are  as  a  nation  that  has  just  won  independence  compared  with  the  two 
giants  in  conflict,  the  United  States  and  Soviet  Russia,  in  the  Government's  view  we  must  con- 
tinue to  base  our  struggle  on  the  principle:  have  confidence  in  ourselves  and  struggle  on  our 
own  strength  and  ability.13 

The  PKI,  however,  remained  unconvinced.  Its  leaders  continued  to  em- 
phasise the  theme  that  within  a  world  divided  between  the  two  blocs,  Indonesia 
could  not  possibly  remain  neutral  but  had  to  choose  between  one  bloc  or  the 
other.  In  one  of  his  speeches,  Musso,  the  new  leader  of  the  PKI  who  had  just 
returned  from  his  exile  in  Moscow,  said  that  "Obviously  a  nation  such  as  In- 
donesia, which  is  fighting  imperialism,  cannot  take  side  with  an  imperialist 
power;  it  must  align  with  the  forces  fighting  against  imperialism,  and  that 
means  Russia."14 

The  policy  of  the  Indonesian  Federation  of  Trade  Union,  which  was  closely 
associated  with  the  PKI,  appeared  in  the  journal  Buruh  (Worker)  on  the  day 
after  Hatta's  statement.  It  stated,  in  part,  that: 


nIbid.,  pp.  12-15. 

14Quoted  in  Kahin,  Nationalism,  p.  283. 
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The  world  is  divided  into  two  fronts,  the  Anti-Imperialist  Front  and  the  Imperialist  Front 
Who  rally  behind  the  Imperialist  Front?  All  countries  with  colonies ...  Imperialist  America  is 
the  leader  of  the  Imperialist  Front.  We  cannot  remain  neutral;  we  must  choose  one  of  the  two 
fronts.  The  talk  about  "Third  Force"  is  nonsense.  Nehru  who  says  he  is  going  to  form  a  third 
force  is  pursuing  a  pro-Imperialist  policy.  The  Communist  Party  which  was  allowed  to  func- 
tion in  British  India  can  now  function  only  illegally;  the  same  is  true  with  Burma. 
The  Republic  of  Indonesia  faces  not  only  a  Dutch  imperialism;  it  faces  an  international  im- 
perialism. ...  We  must  find  our  friends  among  the  New  Democratic  States  of  Eastern  Europe 
and  the  Balkans,  and  we  must  immediately  exchange  consuls  with  Soviet  Russia.  We  must  not 
only  make  friends  with  Russia,  but  we  must  have  a  strong  relationship  with  Russia.  ... 
Historically  speaking  only  the  labour  class  can  lead  a  national  revolution,  as  is  evident  in  the 
Soviet  Union.  A  national  revolution  led  by  the  bourgeoisie  will  fail,  cf.  India  under  Nehru,  and 
also  Burma  and  China.  Because  of  its  weakness  this  group  is  uncertain  as  to  what  to  do  both 
externally  and  internally.  We  are  therefore  convinced  that  only  the  labour  class,  supported  by 
the  peasants  and  the  progressive  groups,  can  finish  the  revolutions.13 

What  followed  is  a  well-known  story.  The  episode  left  both  Indonesia  and 
the  Soviet  Union  with  ill-feeling  towards  each  other,  which  militated  against 
the  cultivation  of  friendly  relations  between  the  two  countries  for  the  next  few 
years.  For  some  time  the  Soviet  Union  disparaged  the  independence  of  In- 
donesia. Its  ambivalence  attitude  toward  Indonesia  became  unmistakable. 
While  in  the  United  Nations  the  Soviet  Union  continued  its  pro-Indonesia 
stance,  the  Soviet  press  chided  the  Indonesian  nationalist  leaders.  If  Hatta  had 
previously  been  praised  as  "an  old  fighter  in  the  anti-imperialist  struggle," 
now  he  and  Soekarno  were  described  as  "agents  of  the  imperialists." 

For  its  part,  Indonesia  resented  what  it  alleged  as  Soviet  involvement  in  the 
communist  rebellion  at  Madiun.  Thus  from  its  initial  perception  of  the  Soviet 
Union  as  a  champion  of  Asian  nationalism  and  supporter  of  its  struggle  for 
national  independence  against  imperialism  and  colonialism,  Indonesia  now 
perceived  the  Soviet  Union  as  a  meddler  in  its  domestic  affairs  and  instigator 
of  communist  revolt  in  the  implementation  of  the  Soviet  role  as  leader  of  the 
world  communist  revolutionary  movement. 

On  a  later  occasion,  when  the  issue  of  relations  with  the  Soviet  Union  came 
up  again  in  Indonesia,  particularly  when  a  motion  was  tabled  in  the  Indone- 
sian parliament  for  the  establishment  of  diplomatic  relations,  it  was  fear  of  a 
repetition  of  the  Madiun  experience  that  was  used  by  its  opponents  as  a  pretext 
for  their  opposition.  Thus  the  Islamic  Masyumi  Party  was  opposed  to  the  mo- 
tion on  the  ground  that  a  Soviet  Embassy  in  Jakarta  might  "play  a  Trojan 
horse  role."16 


15Quoted  in  ibid.,  pp.  279-280. 

''Herbert  Feith,  The  Decline  of  Constitutional  Democracy  in  Indonesia  (Ithaca,  N.Y.:  Cornell 
University  Press,  1962),  p.  291. 
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THE  DYNAMICS  OF  INDONESIAN-SOVIET  RELATIONS 

In  spite  of  its  denunciation  of  Indonesia's  leaders  and  its  derision  of  In- 
donesian independence,  the  Soviet  Union  accorded  formal  recognition  to  the 
United  States  of  Indonesia.  It  has  been  suggested  that  the  slight  delay  in  Soviet 
recognition  -  about  one  month  after  the  transfer  of  sovereignty  and  a  similar 
recognition  by  other  major  powers  ~  was  an  expression  of  its  unsympathetic 
attitude  toward  the  new  republic.17 

In  Indonesia  itself,  it  generally  continued  to  be  assumed  that  the  Soviet 
Union  had  been  involved  in  the  Madiun  Affair.18  For  this  reason  and  because 
of  the  Soviet  attitude,  the  Indonesian  government  may  have  been  reluctant  to 
foster  friendly  relations  with  the  Soviet  Union.  Even  so,  when  acknowledging 
the  Soviet  recognition,  the  Hatta  government  requested  that  diplomatic  rela- 
tions should  be  established  between  the  two  countries.  And  in  May  1950  In- 
donesia sent  a  diplomatic  mission  to  Moscow  for  the  purpose  of  negotiating  an 
exchange  of  diplomatic  representatives.19 

Indonesia's  approach  to  the  Soviet  Union  was  motivated  by  two  main  con- 
siderations. The  first  was  that  the  establishment  of  friendly  relations  with  the 
Soviet  Union  might  neutralise  domestic  communist  opposition.  It  is  to  be 
recalled  that  despite  the  Madiun  revolt  the  Indonesian  government  had 
adopted  a  lenient  attitude  toward  the  communists  and  did  not  ban  the  PKI. 
But  apparently  in  keeping  with  the  Zhdanov  line  that  was  still  in  force,  the  PKI 
stood  in  opposition  to  the  government.20 

The  second  consideration  was  Indonesia's  principle  of  non-alignment  in 
foreign  policy.  The  mission  to  Moscow  was  also  to  find  out  about  the  Soviet 
attitude  toward  Indonesia's  intentions  to  apply  for  membership  in  the  United 
Nations  in  the  coming  session.  This  was  considered  necessary  in  view  of  the 
Soviet  veto  on  the  final  resolution  of  the  Security  Council  on  the  Indonesian 
question.21  In  fact,  Indonesia  could  have  applied  for  United  Nations  member- 
ship without  regard  to  the  Soviet  Union  while  it  was  boycotting  the  pro- 
ceedings of  the  Security  Council  over  the  issue  of  China's  representation!  In 
the  event,  Indonesia's  application  was  delayed  until  the  Soviet  boycott  had 
ended  and  an  approach  had  been  made  to  the  Soviet  Union  to  secure  its  sup- 

17Anak  Agung  Gde  Agung,  Twenty  Years  Indonesian  Foreign  Policy  1945-1965  (The  Haeue- 
Mouton,  1973),  p.  181.  ' 

l8Kahin,  "Indonesian  Politics  and  Nationalism,"  in  Asian  Nationalism  and  the  West,  ed. 
William  L.  Holland  (New  York:  Macmillan,  1956),  p.  170. 

19Gde  Agung,  Twenty  Years,  p.  181. 

20Ibid.,  pp.  130-131. 

2lIbid.,  p.  181. 
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port,  since  approval  from  both  the  United  States  and  the  Soviet  Union  was  im 
portant  for  Indonesia  so  as  not  to  appear  as  a  client  of  the  former.22 

For  its  part  however,  the  Soviet  Union  did  not  seem  to  be  interested  in 
fostering  friendly  relations  with  Indonesia.  This  can  be  inferred  from  the  icy 
reception  and  unfriendly  treatment  that  the  Indonesian  delegation  experienced 
m  Moscow.23  Still,  it  did  not  prevent  the  Soviet  Union  from  voting  for  the  ad- 
mission of  Indonesia  to  the  United  Nations  as  its  60th  member  on  28 
September  1950/4  although  thereupon  the  question  of  Indonesian-Soviet  rela- 
tions seemed  to  be  set  aside  for  the  time  being. 

In  Indonesia  itself,  developments  during  the  early  years  of  Independence 
were  not  conducive  to  the  cultivation  of  closer  relations  with  the  Soviet  Union 
Indonesian  foreign  policy  was  relatively  passive,  priority  being  given  to  inter- 
nal reconstruction.  A  major  pre-occupation  of  Indonesia's  foreign  policy  from 
the  beginning  was  the  recovery  of  West  Irian.  But  during  this  period  efforts  to 
recover  the  territory  were  made  purely  through  bilateral  negotiations  with  the 
Dutch. 

Moreover,  in  spite  of  its  principle  of  independent  and  active  foreign  policy 
Indonesia's  orientation  in  foreign  policy  during  this  period  may  be  described 
as  leaning  toward  the  West.  Thus  while  the  question  of  relations  with  the 
Soviet  Union  was  temporarily  shelved,  Indonesia  dispatched  its  first  am- 
bassador to  the  United  States  shortly  after  the  transfer  of  sovereignty.  Such  a 
pro-Western  orientation  was  certainly  due  in  part  to  the  positive  role  played  by 
the  United  States  in  the  final  stages  of  Indonesia's  struggle  for  independence 
and  in  part  to  the  strain  between  Indonesia  and  the  Soviet  Union  as  a  conse- 
quences of  the  Madiun  Affair,  which  had  also  contributed  to  Indonesia's 
strongly  anti-commUnist  attitude  in  its  domestic  policy. 

When  diplomatic  relations  were  finally  opened  between  Indonesia  and  the 
Soviet  Union  in  September  1954,  it  was  the  result  of  a  convergence  of  certain 
developments  in  the  two  countries  that  had  helped  create  a  favourable  climate 
paving  the  way  for  the  promotion  of  closer  relations.  Following  the  death  of 
Stalin,  his  successors  undertook  to  further  develop  and  carry  out  a  gradual 
shift  in  Soviet  foreign  policy  that  had  begun  in  the  last  years  of  Stalin's  rule 
from  militancy  toward  moderation  and  an  accommodation  to  non- 
alignment.25 


"Michael  Leifer,  "Patterns  of  Indonesian  Foreign  Policy,"  in  The  Foreign  Policies  of  the 
Powers,  new  rev.  ed.  F.S.  Northedge  (London:  Faber  and  Fabcr,  1974),  p.  354. 

23Gde  Agung,  Twenty  Years,  pp.  181-182. 

24Taylor,  Indonesian  Independence,  p.  389. 

23See  McLane,  Soviet  Strategies,  pp.  464-473. 
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In  the  meantime,  developments  in  Indonesian  domestic  politics  had  taken  a 
decisive  turn  at  the  beginning  of  the  Wilopo  Cabinet.  This  concerned  par- 
ticularly an  evolving  realignment  among  political  parties.  The  changing  align- 
ment that  had  a  bearing  on  Indonesian-Soviet  relations  was  a  coalition  or  ar- 
rangement between  the  PKI  on  the  one  hand  and  the  nationalist  parties,  in  par- 
ticular the  PNI,  on  the  other.  Such  a  coalition  had  been  sought  by  the  PKI 
since  the  beginning  of  1951  with  the  ascedency  of  the  Aidit  leadership.  From 
the  PKI's  point  of  view,  the  coalition  with  the  nationalist  groups  was  an  ap- 
plication of  the  right  strategy  of  "united  front  from  above,"  which  was  for- 
mulated by  the  PKI  as  a  "national  united  front."26  The  adoption  of  the  new 
strategy  meant  that  the  PKI  had  thereby  abandoned  the  previous  left  strategy 
of  "united  front  from  below"  in  accordance  with  the  Zhdanov  line. 

In  any  case,  when  for  the  first  time  since  the  Madiun  revolt  the  PKI  offered 
to  support  the  new  Wilopo  Cabinet  on  condition,  among  other  things,  that  it 
pursued  an  "an  independent  national  policy,"  the  Soviet  Union  seemed  to  in- 
dicate its  approval  by  publishing  the  PKI's  offer  in  the  Soviet  press.  The  im- 
plication seems  to  be  that  any  Indonesian  government  that  pursued  an  in- 
dependent policy  would  enjoy  the  support  not  only  of  the  PKI  but  also  of  the 
Soviet  Union.  Soviet  acceptance  of  Indonesia's  independent  policy  cleared  the 
way  for  the  future  course  of  Indonesian-Soviet  relations.  Just  as  "national 
united  front"  was  to  be  the  PKI's  strategy  in  the  next  decade  or  so,  Soviet 
respect  for  Indonesia's  independent  policy  was  to  be  the  basis  of  future  Soviet 
relations  with  Indonesia. 

The  PKI's  strategy  of  "national  united  front"  reached  its  full  development 
with  the  first  Ali  Cabinet,  which  relied  heavily  on  the  PKI  for  its  parliamentary 
majority.  It  was  under  this  cabinet  that  diplomatic  relations  between  Indonesia 
and  the  Soviet  Union  was  realised. 

At  the  same  time,  a  major  factor  that  contributed  to  closer  relations  be- 
tween the  two  countries  was  the  fact  that  under  the  first  Ali  Cabinet  In- 
donesia's relations  with  the  West,  particularly  the  United  States,  began  to  be 
subject  to  strain.  Together  with  India,  Indonesia  rejected  the  Manila  Pact  of 
September  1954  and  denounced  military  alliances  in  Southeast  Asia. 

A  breakthrough,  however,  came  in  1956  in  the  wake  of  the  20th  Congress 
of  the  CPSU,  which  was  not  only  an  epoch-making  event  in  the  history  of  the 

26For  a  detailed  discussion  on  the  PKI's  new  strategy,  see  Feith,  The  Wilopo  Cabinet, 
1952-1953:  A  Turning  Point  in  Post-Revolutionary  Indonesia  (Ithaca:  Cornell  University,  Modern 
Indonesia  Project,  1958),  pp.  83-93;  and  Decline,  pp.  237-246;  Brackman,  Indonesian  Com- 
munism, pp.  171-198;  Donald  Hindley,  The  Communist  Party  of  Indonesia  1951-1963  (Berkeley 
'  and  Los  Angeles:  University  of  California  Press,  1964),  pp.  47-59  and  231-304;  and  McVey,  "In- 
donesian Communism  and  the  Transition  to  Guided  Democracy,"  in  Communist  Strategies  in 
Asia:  A  Comparative  Analysis  of  Governments  and  Parties,  ed.  S.  Doak  Barnett  (New  York: 
Frederick  A.  Praeger,  Publisher,  1963),  pp.  148-190. 
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Soviet  Union,  but  it  was  also  a  turning  point  in  Soviet  relations  with  the  new 
ex-colonml  states  of  Asia  and  Africa.  It  was  at  that  congress  that  the  new 
Soviet  policy  was  given  its  official  and  theoretical  foundations. 

Nowhere  did  the  effect  of  the  new  Soviet  approach  to  the  countries  of  Asia 
and  Africa  as  formulated  at  the  20th  congress  seem  so  immediate  and  spec- 
acular  as  in  Indonesia.  The  year  1956  was  also  a  turning  point  for  Indonesia 
It  was  the  year  when  Ah  Sastroamidjojo  became  Prime  Minister  for  the  second 
time,  heading  the  first  Indonesian  government  ever  based  on  a  popularly 

doTesfa13  ^  ^  ^  ^  ^  ^  parliamentary  democracy  in  In- 

Above  all,  the  year  1956  marked  the  beginning  of  a  period  of  most  cordial 
relations  between  Indonesia  and  the  Soviet  Union.  It  opened  a  new  era  of  in- 
creasingly intense  activity  in  Indonesian-Soviet  relations,  especially  in  frequent 
exchanges  by  way  of  top-level  state  visits  and  the  flow  of  various  forms  of 
Soviet  aid  which  continued  almost  without  interruption  for  nearly  a  decade. 

In  Indonesia,  at  a  time  when  its  foreign  policy  was  assuming  a  more  and 
more  anti-Western  attitude  and  relations  with  the  United  States  were  at  a  low 
ebb,  the  Soviet  approach,  in  spite  of  its  ulterior  motives,  could  not  fail  to  find 
a  receptive  audience.  At  the  same  time,  the  concurrent  American  view  of  non- 
alignment,  US  intervention  in  the  regional  rebellion  in  1958,  and  US  neutrality 
on  the  West  Irian  issue,  which' in  the  eyes  of  Indonesia  meant  support  for  the 
status  quo,  thus  favouring  the  Dutch  position,  as  well  as  other  issues,  all  com- 
bined, could  only  have  the  effect  of  subjecting  Indonesian-US  relations  to 
more  severe  strain  and  alienating  Indonesia  and  driving  it  closer  to  the  Soviet 
Union.  They  played  right  into  the  hands  of  the  Soviet  Union,  lending 
substance  to  the  Soviet  claim  that  the  ex-colonial  states  of  Asia  and  Africa 
were  the  natural  enemies  of  the  West  and  friends  of  the  Soviet  Union.  They 
were  grist  to  Soviet  propaganda  mill. 

Indeed,  support  for  Indonesia's  foreign  policy  aims  was  a  major  facet  of 
Soviet  policy  during  that  period  However,  the  one  single  major  foreign  policy 
issue  that  served  as  a  common  ground  and  symbolised  an  ideological  affinity  - 
between  Indonesia  and  the  Soviet  Union  in  their  opposition  to  Western  im- 
perialism more  than  anything  else  was  the  West  Irian  issue.  It  represented  an 
apparent  convergence  of  interests  that  drew  the  two  countries  closer  together, 
at  least  on  the  surface,  than  at  any  other  time  in  the  history  of  their  relations. 
And  because  of  their  different  motives,  the  West  Irian  issue  provided  both  In- 
donesia and  the  Soviet  Union  with  a  rare  opportunity  for  mutual  exploitation 
to  serve  divergent  interests.  All  this  was  possible,  for  the  most  part,  because  of 
the  attitude  of  the  United  States. 

Thus  in  a  sense  Indonesia's  relations  with  the  Soviet  Union  were  governed 
more  by  its  relations  with  the  United  States  than  by  its  professed  adherence  to 
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an  independent  and  active  foreign  policy.  In  a  lecture  before  students  of  Paja- 
jaran  University  in  Bandung  in  May  1958,  President  Soekarno  stated  speci- 
fically that  Indonesia  had  turned  to  the  Soviet  Union  because  of  the  American 
attitude,  particularly  to  the  West  Irian  question,  thereby  giving  his  perception 
of  the  Soviet  Union: 

...  in  the  case  of  West  Irian,  the  American  attitude  ...  is  always  connected  with  what  attitude 
she  has  to  take  towards  the  Netherlands.  America  is  always  balancing.  I  told  them  openly:  You 
are  like  a  tightrope  dancer,  between  the  East  and  the  West,  between  NATO  and  Asia,  between 
NATO  and  Indonesia.  This  is  wrong,  I  said.  Because  if  it  goes  on  like  this,  the  Indonesian  peo- 
ple will  not  be  able  to  see  the  anti-colonial  attitude  which  they  could  see  earlier  with  the 
Americans.  It  is  becoming  more  and  more  blurred.  "What  is  the  matter  with  you  now, 
America." 

As  a  result  of  this,  the  Indonesian  people  start  to  look  in  another  direction.  Their  [American] 
anti-colonialism  is  not  so  clear,  but  their  [Soviet]  anti-colonialism  is  very  clear.  That  is  why  the 
Indonesians  start  to  look  in  another  direction;  to  put  frankly:  Indonesia  starts  to  look  with 
sympathy  at  Moscow.  Actually,  you  will  discover  that  it  is  in  Moscow  that  they  justify  In- 
donesia's claim  on  West  Irian.  It  is  there  that  the  Asian-African  Conference  was  accorded  full 
support.  It  is  there  that  our  independent  policy  has  been  justified.  Were  we  to  make  request  for 
a  financial  loan,  well,  in  a  few  minutes  the  money  is  there.  Although  I  as  President  say  that 
everybody  is  good,  the  fact  remains  that  one  shows  a  wavering  attitude  while  the  other 
discloses  clarity  in  vision.27 

Indeed,  it  was  precisely  in  its  relations  with  the  United  States  that  In- 
donesia ultimately  exploited  to  the  full  its  relations  with  the  Soviet  Union  to 
serve  its  own  interest.  Based  on  its  experience  of  national  revolution,  the  con- 
duct of  Indonesia's  policy  of  confrontation,  combining  force  of  arms  and 
diplomacy,  was  intended  to  induce  American  mediation  to  secure  a  settlement 
of  the  West  Irian  issue  on  its  own  terms.  To  that  end,  Indonesia  cultivated  and 
exploited  its  burgeoning  relationship  with  the  Soviet  Union,  now  not  unlike  its 
initial  image,  perceived  as  some  kind  of  a  "big  brother"  and  one  of  what 
Soekarno  called  the  "new  emerging  forces"  against  the  "old  established 
forces"  of  imperialism,  colonialism  and  neocolonialism.  Full  Soviet  support 
for  its  claim,  if  not  without  ambivalence,  and  substantial  Soviet  arms  transfers 
lent  credibility  to  threats  of  war  against  the  Netherlands.  In  the  event,  con- 
cerned at  the  dangers  of  an  escalation  of  the  dispute  the  United  States  inter- 
vened to  bring  about  a  negotiated  settlement  which  satisfied  Indonesia. 

THE  DECLINE  OF  THE  SOVIET  FACTOR 

It  was  during  the  period  of  confrontation  over  West  Irian  that  Indonesian- 
Soviet  relations  reached  their  peak.  For  Indonesia  it  was  the  period  in  which  it 
received  the  strongest  support  in  diplomatic  and  military  terms  for  the  most 

"Quoted  in  Robert  C.  Bone,  Jr.,  The  Dynamics  of  the  Western  New  Guinea  (Irian)  Problem 
(Ithaca:  Cornell  University,  Modern  Indonesia  Project,  1958),  pp.  118-119. 
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important  issue  in  its  foreign  policy  since  it  attained  independence.  According- 
ly, Indonesia  was  able  to  use  the  Soviet  Union  to  induce  United  States 
diplomatic  intervention  to  achieve  a  satisfactory  settlement  of  the  West  Irian 
dispute.  Aucui 

In  its  subsequent  confrontation  against  Malaysia,  however,  Indonesia 
failed  to  promote  a  corresponding  Soviet  role  as  a  means  of  soliciting 
American  mediation  in  its  favour.  For  a  number  of  reasons  the  Soviet  Union 
was  reluctant  to  provide  Indonesia  with  the  necessary  diplomatic  and  military 
support  for  its  confrontation  policy  against  Malaysia.  When  official  and 
declaratory  Soviet  support  was  finally  forthcoming,  it  was  not  only  too  late 
but  it  was  also  of  little  value.  Promises  made  of  further  arms  aid  were  not 
realised. 

It  was  partly  in  desperate  search  of  a  comparable  substitute  for  the  Soviet 
Union  for  use  in  its  confrontation  against  Malaysia,  and  partly  out  of  its  inter- 
national isolation  as  a  result  of  its  militant  foreign  policy,  that  Indonesia  could 
not  but  turn  to  the  PRC.  Indonesian-Soviet  relations  thereupon  took  on  an 
almost  irrevocably  downward  trend  toward  inevitable  deterioration.  In  the 
eyes  of  the  Soviet  Union  then  no  transgression  was  more  serious  and  therefore 
irredeemable  than  alliance  with  the  PRC.  It  was  another  turning  point  in 
Indonesian-Soviet  relations.  From  the  Soviet  point  of  view,  the  millions  of 
dollars  worth  of  investment  over  a  period  of  almost  a  decade  in  the  form  of 
economic  and  military  aid  had  been  practically  a  complete  waste. 

As  for  Indonesia,  from  the  beginning  its  closer  association  with  the  Soviet 
Union  was  motivated  primarily  by  the  need  for  a  powerful  counterbalance 
against  the  West,  particularly  the  United  States,  and  thereby  the  Netherlands, 
in  order  to  realise  its  long-standing  claim  to  West  Irian.  This  undertaking  was 
a  great  success. 

However,  when  Indonesia  sought  to  extend  the  use  of  the  Soviet  Union  in 
the  same  role  in  its  confrontation  against  Malaysia,  Soviet  aversion  made  such 
an  exercise  unavailing.  In  consequence,  what  had  been  essentially  a  marriage 
of  political  convenience  between  Indonesia  and  the  Soviet  Union  inevitably 
went  to  pieces.  The  special  relationship  between  the  two  countries  simply  lost 
its  raison  d'etre.  It  is  in  this  context,  above  all,  that  the  deterioration  in 
Indonesian-Soviet  relations  in  the  wake  of  the  West  Irian  Confrontation  is  to 
be  seen.  The  then  Indonesian  Foreign  Minister,  Dr.  Subandrio,  remarked 
publicly  in  June  1965  that  "It  was  sufficient  that  the  USSR  was  on  our  side  for 
ten  years  and  protected  us  from  imperialism,  but  that  is  not  enough  (now)."28 

By  the  time  the  PKI  attempted  another  coup  in  1965,  Indonesian-Soviet 
relations  were  already  at  a  low  ebb.  Indeed,  for  practical  purposes  they  had 

28Quoted  in  Uri  Ra'anan,  The  USSR  Arms  the  Third  World:  Case  Studies  in  Soviet  Foreign 
Policy  (Cambridge,  Mass.:  I.T.  Press,  1969),  p.  242. 
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come  to  a  stand-still.  Not  much  was  lost  for  the  Soviet  Union  from  the  virtual 
destruction  of  the  PKI  in  the  aftermath  of  the  coup  attempt.  The  PKI  had 
sided  with  Peking  in  the  Sino-Soviet  dispute.  Moreover,  the  subsequent  rapid 
deterioration  of  Indonesia's  relations  with  the  PRC,  with  the  repudiation  of 
the  so-called  Jakarta-Peking  axis  and  culminating  in  the  suspension  of 
diplomatic  relations  between  the  two  countries  in  1967,  must  have  been  a 
welcome  development  to  the  Soviet  Union. 

Yet  it  did  not  have  the  effect  of  improving  Indonesian-Soviet  relations  as 
one  might  have  logically  expected.  On  the  contrary,  Indonesian-Soviet  relations 
were  subject  to  new  strain  because  of  the  anti-communist  orientation  of  the 
New  Order  regime  in  Indonesia.  Moreover,  the  elimination  of  thousands  of 
PKI  members  and  their  sympathisers  in  the  wake  of  the  abortive  coup  was  not 
something  the  Soviet  Union  could  have  received  with  public  pleasure  if  it  was 
to  assert  its  claim  to  leadership  of  the  world  communist  movement. 

In  any  event,  the  strongly  anti-communist  sentiment  that  prevailed  in  In- 
donesia under  the  New  Order  was  not  conducive,  at  least  for  some  time,  to 
detente  with  any  communist  country.  Thus  Indonesian-Soviet  relations  con- 
tinued for  a  time  to  be  almost  non-existent  if  without  the  severence  of 
diplomatic  relations.  Such  a  state  of  affairs,  however,  was  due  to  reasons  that 
had  nothing  to  do  with  the  question  of  the  use  of  the  Soviet  factor  in  In- 
donesia's confrontation  policy.  Indeed,  one  of  the  first  major  initiatives  taken 
by  the.new  regime  in  Indonesia  in  the  field  of  foreign  policy  was  to.  bring  con- 
frontation against  Malaysia  to  an  end.  It  was  an  indication  of  the  change  in  the 
order  of  priorities  as  well  as  in  the  practice  and  style  of  foreign  policy  which 
accompanied  the  replacement  of  Soekarno's  "Guided  Democracy"  by  the 
New  Order  in  Indonesia.  A  new  chapter  in  the  history  of  Indonesia's  foreign 
policy  was  unfolding. 

If  there  is  a  lesson  to  be  learned  by  the  New  Order  in  Indonesia,  as  far  as  its 
relations  with  the  major  powers  are  concerned,  it  seems  that  they  are  to  be  kept 
at  arms'  length.  Indonesia  has  had  bitter  experiences  with  external  interference 
by  the  major  powers.  But  such  external  interference  has  been  facilitated  main- 
ly by  domestic  and  regional  conflicts  and  stabilities.  Such  was  the  case  with  the 
Madiun  Affair,  supported,  if  morally,  by  the  Soviet  Union;  the  regional 
rebellion  of  1958  supported,  if  unofficially  and  covertly,  by  the  USA;  the  com- 
munist coup  attempt  of  1965,  in  which  there  was  interference  by  the  Chinese, 
whose  increasing  presence,  however,  had  been  made  possible  by  Indonesia's 
confrontation  against  Malaysia,  for  which  the  PRC  was  the  staunchest  sup- 
porter. 

On  the  basis  of  such  experiences,  it  appears  that  Indonesia's  attitude 
towards  the  major  powers  is  likely  to  continue  to  be  marked  by  ambivalence 
and  suspicion.  On  the  one  hand,  Indonesia  is  likely  to  benefit  from  good 
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relations  with  the  major  powers.  It  is  also  in  Indonesia's  interest  to  have  a  pro- 
per balance  not  only  in  its  relationship  with  each  one  of  them,  but  also  in  the 
relations  among  the  major  powers  themselves. 

On  the  other  hand,  each  of  the  major  powers,  especially  the  United  States, 
the  Soviet  Union  and  the  PRC  with  their  respective  global  interests,  may  con- 
stitute a  potential  source  of  threat  in  the  form  of  external  interference,  par- 
ticularly as  a  potential  source  of  external  aid  for  a  party  or  a  protagonist  in  a 
domestic  or  intra-regional  conflict.  This  explains  the  top  priority  given  by  the 
New  Order  to  internal  and  regional  peace  and  stability  which  are  to  be  achieved 
and  maintained  through  the  pursuit  of  national  development  in  its  domestic 
policy  and  the  pursuit  of  goodneighbourliness  in  its  foreign  policy  as 
manifested  in  the  emphasis  placed  on  regional  co-operation  in  the  framework 
of  ASEAN.  For  only  if  domestic  and  regional  conflicts  and  instabilities  can  be 
contained,  in  other  words,  if  together  Indonesia  and  its  neighbouring  countries 
can  put  their  own  houses  in  order,  will  they  be  able  to  prevent  external  in- 
terference, whatever  the  ideological  overtone.  It  is  primarily  their  responsibili- 
ty to  maintain  national  as  well  as  regional  security  and  stability.  Hence  the 
significance  of  national  and  regional  resilience  as  foundations  for  the  ideals  of 
ASEAN  regional  co-operation  as  formulated  in  the  principle  of  ZOPFAN. 

It  may  be  argued,  in  conclusion,  that  under  the  New  Order,  Indonesia's 
perception  of  the  Soviet  Union,  and  indeed  of  any  major  power,  has  gradually 
been  put  in  better  and  proper  perspective.  And  far  from  being  abandoned,  In- 
donesia's independent  and  active  foreign  policy  is  being  pursued  accordingly, 
realistically  and  pragmatically. 


India-Indonesia  Relations: 
Toward  a  New  Era 

Ram  Dev  BHARDWAJ 


International  relations  is  the  practical  part  of  a  country's  foreign  policy 
and  the  foreign  policy  of  a  country  is  determined  by  the  national  interest  of 
that  country  and  nation.  This  interest  is  very  much  dependent  upon  the  coun- 
try's geopolitical  situation.  India  occupies  a  large  part  of  the  Asian  subconti- 
nent and  her  strategic  location  is  of  vital  importance.  In  the  view  of  Mrs.  In- 
dira Gandhi,  "The  Geographical  location  of  India  is  such,  that  she  becomes  a 
pivot  to  the  region  of  South  and  Southeast  Asia.  India  is  a  bridge  between  East 
and  West  Asia,  between  Central  and  Southeast  Asia."1 

Southeast  Asia,  particularly  Indonesia  is  a  major,  or  peripheral  area  in  In- 
dia's national  interest.  It  is  a  part  of  India's  neighbourhood.  Only  by  a  little 
more  than  one  hundred  nautical  miles,  the  ocean  separates  India  from  Indone- 
sia. Indonesia  controls  the  southern  shores  of  the  Strait  of  Malacca  and 
therefore  commands  the  passage  between  the  Indian  Ocean  and  the  Pacific 
Ocean.  By  its  position  Indonesia  controls  the  sea-routes  from  India  to  the 
Philippines  and  from  America  to  Indochina,  Thailand,  North  and  Northeast 
Asia,  and  to  a  lesser  extent,  to  East  and  South  Africa.  By  its  intermediary  posi- 
tion it  also  commands  the  sea  and  air  routes  from  Mainland  Asia  and  India  to 
Australia.  In  South  and  Southeast  Asia,  India  and  Indonesia  respectively  are 
the  largest  countries.  No  security,  stability,  peace  and  regional  co-operation 
can  emerge  in  the  general  area  of  South  and  Southeast  Asia  without  taking 
notes  of  these  two  countries. 


Ram  Dev  Bhardwaj  is  a  Research  Scholar  of  Southeast  Asian  Studies,  School  of  International 
Studies,  Jawaharlal  Nehru  University,  New  Delhi,  India. 

'Mrs.  Indira  Gandhi's  banquet  speech,  at  Singapore,  May  19,  1968  in  Selected  Speeches  of 
Mrs.  Indira  Gandhi,  January  1966  to  August  1969  (New  Delhi:  Publication  Division),  p.  453. 
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HISTORICAL  LINKAGE 

Let  us  cast  a  glance  at  the  relations  which  existed  between  India  and  In- 
donesia in  ancient  times.  India's  greatest  influence  was  left  on  the  cultural 
plain.  Historically,  relations  between  India  and  Indonesia  started  as  of  the 
fifth  century,  when  Indian  traders  visited  Indonesia  to  trade  in  spices  and  to 
establish  their  settlements  there,  brought  their  religion  and  influenced  the 
socio-political  life.  The  Kingdom  of  Srivijaya  in  Sumatra  and  Mataram  in 
Central  Java  saw  the  flowing  of  Hinduism  and  Budhism.2  The  Ramayana  and 
Mahabarata  epics,  for  instance,  have  become  part  and  parcel  of  the  national 
life  among  the  Javanese.  Indian  culture  has  made  a  very  deep  imprint  on  the 
life  of  the  Indonesian  society.  The  Borobudur  Stupa,  and  the  Prambanan 
Temple  would  always  stand  put  as  outstanding  examples  of  mutual  co- 
operation, not  only  in  terms  of  their  common  architecture  but  also  in  their 
fellowship  feeling  as  well.3  Another  instance  is  the  religion  of  the  Indonesians 
on  the  Island  of  Bali  today  which  is  the  Hindu  religion,  having  the  same  origin 
as  the  religion  of  the  people  in  India. 


RELATIONS  DURING  THE  COLONIAL  PERIOD 

By  the  end  of  the  fifteenth  century,  Western  powers  began  to  spread  their 
activities  in  Asia.  Western  trading  concerns  began  to  spring  up.  The  British  set 
up  the  "East  India  Company"  which  traded  mainly  with  India.  Similarly  the 
Dutch  established  the  "United  East  India  Company"  of  which  its  trade  in  Asia 
was  mainly  conducted  in  Indonesia.  Although  both  bodies  were  in  the  first 
place  meant  to  be  merely  trading  companies  they  however  gradually  had  cer- 
tain areas  of  land  under  their  control.  Later  on  their  responsibilities  were 
transferred  to  the  respective  governments  of  Britain  and  the  Netherlands.  This 
was  the  beginning  of  the  colonisation  of  India  and  Indonesia.  The  building-up 
towards  empires  by  Western  powers  in  Asia,  in  the  eighteenth  centuries,  has 
separated  Indonesia  from  India.  But  the  relations  between  them  remained 
close  as  they  had  been  during  the  pre-colonial  period.  Towards  the  end  of  the 
nineteenth  century  the  people  of  Asia  began  to  struggle  for  their  independence 
along  a  more  organised  way  which  was  through  political  organisations. 

In  1885  the  Indian  National  Congress  met  for  the  first  time  in  Bombay.  It 
was  this  organisation  which  ultimately  led  the  people  of  India  to  their  in- 
dependence. On  the  20th  May  1908,  the  first  Indonesian  organisation  striving 
for  freedom,  the  "Budi  Utomo,"  was  established.  Budi  Utomo,  had  given 

2G.  Coedes,  The  Indianised  State  of  Southeast  Asia,  Honolulu,  1968. 

3John,  F.  Cady,  Southeast  Asia:  Its  Historical  Development,  Copy  Right  London,  1964,  pp. 
63,  76,  78. 
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much  impetus  to  Indonesia's  subsequent  nationalist  movements.  Indonesia's 
nationalist  movements  were  very  much  influenced  by  the  Indian  nationalist 
movements,  the  Indian  philosophy  and  Indian  thoughts.  Soekarno,  who  was 
one  of  the  nationalist  leaders  and  first  president  of  Indonesia  himself,  was  very 
much  influenced  by  Swami  Vivekananda,  Lok  Manya  Tilak,  Rabindran,ath 
Tagore  and  Mahatma  Gandhi.  In  the  foreword  to  an  edition  of  the  "Voice  of 
Vivekananda"  Soekarno  wrote,  "He  was  one  of  the  men  who  gave  so  much 
inspirations  to  me,  an  inspiration  to  be  strong,  an  inspiration  to  be  a  servant  of 
God,  an  inspiration  to  be  a  servant  of  mankind."  It  was  he  who  said  "We  have 
wept  long  enough,  now  no  more  weeping  but  stand  on  your  feet  and  be  a 
man."4  Soekarno  once  said:  "The  great  poet  Tagore  inspired  me  as  a  beginner 
in  the  national  movement,  later  Mahatma  Gandhi  electrified  me  with  courage 
and  conviction  to  carry  on  the  struggle  to  its  end."5 

Indonesia's  struggle  for  freedom  reached  its  culmination  on  17th  August, 
1945  when  Soekarno-Hatta  proclaimed  the  independence  of  Indonesia  and 
created  the  sovereign  Republic  of  Indonesia.  But  Indonesia's  independence 
was  neither  recognised  by  the  British  nor  by  the  Dutch  as  the  Dutch  wanted  to 
restore  their  rule  over  Indonesia.  At  the  outset  the  new  Indonesian  Republic 
had  to  face  many  difficulties  in  her  relations  with  foreign  powers.  The  British 
had  been  charged  with  the  disarmament  of  the  Japanese  in  Java  and  Sumatra 
and  Gurkhas  troops  were  brought  there  to  execute  their  task.  Frequent  in- 
cidents took  place  between  the  British  troops  and  the  Indonesian  army. 
Maulana  Abul  Kalam  Azad,  the. president  of  the  ten  Indian  National  Cong- 
ress, expressed  his  "deep  resentment"  over  the  "use  of  Indian  troops"  in  sup- 
pressing the  struggle  of  Indonesian  nationalists.6  It  was  undoubtedly 
undesirable  that  Gurkhas  should  be  fighting  against  Indonesia  while  both  were 
commonly  struggling  for  freedom  from  colonialism.  It  was  therefore  natural 
that  Indian  nationalist  leaders  urged  the  British  Government  not  to  use  Indian 
soldiers  in  Indonesia  any  longer.  Jawaharlal  Nehru  had  demanded  the  with- 
drawal of  "the  British  troops  that  are  in  effective  occupation  of  Java."  He 
had  also  openly  supported  "Soekarno's  Government"  and  that  the  Republic 
of  Indonesia  should  immediately  be  accorded  international  recognition.7 

So  the  British  began  to  withdraw  the  Indian  military  contingents  in 
February  1946.  In  1946  Indonesia  offered  500,000  tons  of  rice  to  India. 
Discussions  on  this  offer  began  on  May  10,  1946  between  the  Indonesian 

4Swami  Ranganathananda,  Voice  of  Vivekananda  (Suara  Vivekananda)  translated  by 
Yogamurti  Souw  Tjiang  Pon,  foreworded  by  President  Ir.  Soekarno,  Djakarta,  1963. 

^Friendly  Relations  Indonesia-India,  Special  Issue,  No.  27,  Ministry  of  Information,  Republic 
of  Indonesia,  1958,  p.  7. 

6The  Hindu,  Madras,  October  21,  1945. 

1  The  Hindu,  October  23,  1945. 
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Prime  Minister,  Sutan  Sjahrir,  and  the  representative  of  India,  Mr.  Punjabi. 
An  agreement  was  signed  on  August  1,  1946  according  to  which  Indonesia 
would  send  rice  to  India  and  get  medicines  and  textiles  in  return.  The  first  ship- 
ment of  rice  was  sent  to  India,  but  this  could  not  be  completed,  because  of  the 
first  Dutch  military  action  against  Indonesia  was  launched  on  21th  July,  1947. 
Within  the  framework  of  close  relationship  and  solidarity,  Prime  Minister 
Pandit  Nehru  took  the  initiative,  to  hold  an  Asian  Relations  Conference  in 
New  Delhi  on  20th  March,  1947.  Nehru  said  in  the  Conference  that,  "In  the 
socio-cultural  and  politico-economic  sphered,  India  has  not  only  a  historic 
linkage  with  the  countries  of  Southeast  Asia  in  the  past,  but  had  also  shared 
with  them  the  same  traumatic  experience  of  colonialism,  imperialism, 
racialism  and  brutal  exploitation."  Mere  experience  had  to  a  great  extent 
naturally  helped  in  shaping  the  contemporary  relationship  between  India  and 
the  countries  of  Southeast  Asia.  "We  have  many  problems  in  common, 
especially  in  the  Pacific  and  the  Southeast  region  of  Asia."8 

Reacting  sharply  to  the  Dutch  military  attack  on  the  Indonesian  Republic, 
Nehru  declared  that  "no  European  country,  whatever  it  may  be,  has  any 
business  to  use  its  army  in  Asia,"  and  described  the  Dutch  action  as  an  "as- 
tounding thing  which  the  new  spirit  of  Asia  will  not  tolerate."  Expressing  In- 
dia's attitude  on  the  issue  he  declared:  "We  will  give  every  help  possible."9 
After  the  first  Dutch  attack,  it  was  India,  which  together  with  Australia, 
brought  the  Indonesian-Dutch  dispute  before  the  Security  Council  on  July  30, 
1947.  As  a  result  the  issue  was  placed  on  the  agenda  of  the  UN  Security  Coun- 
cil, and  a  UN  Committee  of  Good  Offices  was  called  for  to  being  in  Indonesia 
to  seek  a  peaceful  settlement  of  the  conflict.10  In  the  meantime  many  Indian 
soldiers  had  voluntarily  joined  the  Indonesian  army  in  its  defence  against  the 
Dutch. 

The  Dutch  launched  a  second  military  attack  on  December  19,  1948.  It  was 
India  again  which  took  the  initiative  to  convene  an  Inter-Asian-Conference, 
held  on  20th  January,  1949  in  New  Delhi.  Prime  Minister  Nehru  proclaimed 
"The  freedom  of  a  sister  country  of  ours  has  been  imperilled,  and  a  dying 
colonialism  of  the  past  has  raised  its  head  again  ...  it  is  a  challenge  to  a  newly 
awakened  Asia."11 

The  Conference  passed  a  resolution  asking  the  UN  Security  Council  to  take 
the  necessary  steps.  It  was  undoubtedly  this  resolution  that  had  a  great  impact 

.  sJawaharlal  Nehru's  Speeches  at  the  Asian  Relation  Conference  1947,  New  Delhi,  1947. 
9The  Hindu,  July  26,  1947. 

wUnited  Nations,  Security  Council,  Official  Documents  1947,  Supplement  No.  17,  Annexure 
14,  p.  50. 

"Jawaharlal  Nehru,  India's  Foreign  Policy  Selected  Speeches,  September  1946-April  1961, 
Government  of  India,  New  Delhi  1961,  pp.  407-408. 
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on  the  decision  of  the  Security  Council  to  set  up  the  UN  Commission  for  In- 
donesia to  settle  the  dispute.  The  settlement  was  eventually  achieved  on 
December  27,  1949  when  the  Dutch  recognised  Indonesia's  sovereignty  over 
the  whole  archipelago.  It  is  obvious  that  in  Indonesia's  struggle  for  freedom, 
India  has  played  her  prominent  part. 


FRIENDSHIP  AND  CO-OPERATION 

The  new  leadership  of  India  and  Indonesia,  bearing  in  mind  the  close  rela- 
tionship between  their  countries  dating  back  from  time  immemorial,  were 
determined  to  renew  their  relationship  that  had  been  interrupted  by  the  in- 
tervention by  colonial  powers.  The  relations  between  India  and  Indonesia  were 
fostered  by  the  visit  of  President  Soekarno  to  India  on  January  23,  1950. 
President  Soekarno 's  visit  was  mainly  carrying  out  the  good  neighbour  policy 
prescribed  by  the  principle  of  internationalism  of  Pancasila.  President  Soekar- 
no said,  the  visit  was  intended  to  "renew  ties  of  fraternity  between  the  two 
brothers,  India  and  Indonesia"  that  had  been  interrupted  by  foreign  domina- 
tion. It  was  in  the  same  spirit  soon  afterwards  that  Indonesia  received  Prime 
Minister  Jawaharlal  Nehru  when  he  visited  Indonesia  in  June  1950.  PM  Nehru 
felt  like  being  at  home  on  the  island  of  Bali.  He  had  a  profound  sympathy  for 
the  Indonesian  people  and  a  great  awareness  of  the  centuries  old  India- 
Indonesian  ties  of  friendship.  India's  support  to  Indonesia's  demand  for  the 
return  of  West  Irian  was  another  facet  of  close  understanding  between  the  two 
countries,  as  Prime  Minister  Nehru  emphasised:  "West  Irian  is  a  solid  part  of 
the  territory  of  Indonesia  historically,  ethnologically,  and  by  all  known  inter- 
national agreements."12 

If  culture  formed  the  basis  of  India-Indonesian  relations  in  precolonial 
times,  modern  conditions  have  called  for  much  more.  In  his  official  address  Ir. 
Soekarno  appealed  to  the  nations  of  the  world:  "Give  us  your  will,  Indonesia 
wants  to  live  in  peace."13  India  gave  her  good  will  and  offered  to  begin 
negotiations  at  all  levels  to  formulate  policies  of  mutual  benefit.  The  close 
friendship  and  complete  understanding  between  the  two  countries  at  that  time 
was  manifested  in  the  "Treaty  of  Friendship"  concluded  between  India  and 
Indonesia  on  March  3,  1951. 14  The  first  fruit  of  these  negotiations  was  a  trade 
Agreement  signed  in  23th  January,  1953.  The  negotiations  agreed  to  take  all 
appropriate  measures  to  promote  trade  between  the  two  countries  in  all  possi- 
ble  ways,  India  started  exporting  jute,  tobacco,  handloom,  cotton  and  woolen 

,2Jawaharlal  Nehru,  No.  15,  pp.  412-413. 

"Friendly  Relations  Indonesia-India,  No.  9,  pp.  7-8. 

"Foreign  Policy  of  India:  Text  of  Documents  1947- 1964,  Government  of  India  (New  Delhi: 
Lok  Sabha  Secretariats,  1966),  pp.  40-41. 
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clothes,  coal,  cement,  soap,  chemicals  and  pharmaceutical  products,  sport  ar- 
ticles, industrial  machinery  and  miscellaneous  handicraft.  Indonesia  on  her 
part  started  to  export  to  India  copra,  palmoil,  spices,  timber,  tin,  rubber, 
barks  of  ranning,  etc.  Another  important  step  taken  in  strengthening  the  rela- 
tions between  the  two  countries  was  the  "Cultural  Agreement"  signed  in 
December  29,  1955.  In  this  the  two  governments  reaffirmed  their  desire  to  take 
all  steps  to  encourage  and  facilitate  mutual  co-operation  in  the  fields  of 
science,  literature  and  arts,  and  to  promote  close  cultural  relations  in  the 
future.  This  agreement  which  was  concluded  for  ten  years  contained  provi- 
sions to  encourage  and  facilitate  co-operation  between  the  two  countries,  the 
exchange  of  university  teachers  and  membrs  of  scientific  and  cultural  institu- 
tions, scholarships  and  training  of  employees  in  scientific,  technical  and  in- 
dustrial institutions. 

By  far  the  most  important  aspect  of  India-Indonesia  relationship  was  the 
joint  efforts  of  the  two  in  the  cause  of  world  peace.  Through  a  policy  of 
peaceful  co-existence  among  nations,  with  their  well-known  tradition  of 
tolerance  and  internationalism,  it  was  natural  that  the  two  should  co-operate 
in  an  active  and  independent  foreign  policy  --  a  policy  of  peace,  and  friendship 
with  all  nations  and  respect  for  the  sovereignty  of  all.  India  and  Indonesia 
acted  in  a  close  co-operation  on  many  issues  at  the  United  Nations.  In  voting  on 
the  resolution  on  the  situation  of  Hungary  both  countries  abstained.  India- 
Indonesia's  points  of  view  were  parallel  in  the  matter  of  the  Suez  crisis.  India 
and  Indonesia,  together  with  Pakistan,  Sri  Lanka  and  Burma,  sponsored  the 
convocation  of  the  historic  Asian-African  Conference  held  in  Bandung  in 
1955.  The  Bandung  Conference  was  a  milestone  in  the  manifestation  of  Asian- 
African  unity.  President  Soekarno  said,  we  can  mobilise  all  the  spiritual, 
moral  and  political  strength  of  Asia  and  African  on  the  side  of  peace.  Presi- 
dent Soekarno  declared  during  his  state  visit  to  India  in  early  1958,  "It  has 
always  been  my  fervent  desire  that  there  must  be  unity  between  India  and  In- 
donesia." "We  have  much  in  common,  we  have  the  same  ideas  and  continue 
to  learn  from  each  others."  It  was  the  recognition  of  these  sentiments  of 
everlasting  friendship  that  inspired  the  slogan  "India-Indonesia  sama- 
sama."15 

DETERIORATED  RELATIONS 

Meanwhile  in  July  1959  there  was  a  radical  change  in  Indonesia's  political 
system,  from  parliamentary  constitutional  democracy  to  guided  democracy. 
During  the  period  of  guided  democracy  Indonesia  foreign  policy  and  relations 
entered  into  a  new  phase  of  militant  confrontation  with  old  established  forces. 
With  his  new  concept  of  Nefos  vs  Oldefos,  Soekarno  started  with  a  vigorously 

>sFriendly  Relations  Indonesia-India,  No.  9,  p.  9. 
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active  foreign  policy  directed  against  neo-colonialism  and  neo-imperialism. 
During  the  Guided  Democracy  period  a  new  era  in  the  Sino-Indonesian  rela- 
tionship had  emerged. 

Unfortunately  during  the  Guided  Democracy  period,  the  same  ideological 
i  differences  between  India  and  Indonesia  came  into  the  open.  At  the  Non- 
!  aligned  Conference  in  Belgrade  in  1961  Nehru  was  the  originator  of  the  ideas 
of  non-commitment  in  the  Cold  World  War  and  Soekarno's  views  was  tnat  of 
the  struggle  against  colonialism  which  should  be  the  main  business  of  the  con- 
ference. In  the  conference  Soekarno  came  with  the  subject  of  conflicts  between 
new  emerging  forces  and  the  old  forces  of  domination.  We  has  a  very  bitter  ex- 
perience during  the  fourth  Asian  Games  in  Jakarta  in  September  1962.  In  1963 
Indonesia  moved  closer  to  China  as  Soekarno  needed  its  support  for  his  policy 
of  confrontation  against  Malaysia  on  the  one  hand  and  the  Dutch  on  the  other 
over  the  West  Irian  issue.  There  were  different  views  about  the  formation  of 
Malaysia.  The  formation  of  Malaysia  was  taken  by  Soekarno  as  nothing  but  a 
l  manifestation  of  British  neo-colonialism.  But  PM  Nehru  regarded  it  as  the  en- 
i  ding  of  British  colonialism  in  Southeast  Asia.16  Indonesia's  crush-Malaysia- 
policy  in  stages  had  led  Indonesia  into  a  degree  of  isolation.  Soekarno  was  ex- 
pressing his  blistering  attacks  on  the  policy  of  non-alignment  and  peaceful  co- 
existence in  the  Non-alignment  Conference  in  Cairo  in  October  1964.  It  clearly 
proved  that  Soekarno  was  taking  up  a  foreign  policy  line  similar  to  China's 
view  of  the  world  in  that,  a  third  road  did  notexist.  President  Soekarno's  "Go 
to  hell  with  your  aid"  pointers  to  the  US  proved  that  the  concept  of  Nefos  vs 
Oldefos  had  an  economic  dimension  as  well.  The  high  water  mark  of  In- 
donesia's isolation  policy  culminated  in  January  1965  when  Soekarno  ordered 
Indonesia's  withdrawal  from  United  Nations  membership. 


TOWARD  A  NEW  ERA 


A  new  chapter  in  the  relations  between  India  and  Indonesia  opened  in  1966 
when  General  Soeharto  took  over  power  as  President  of  Indonesia  and  the  late 
Mrs.  Indira  Gandhi  became  Prime  Minister  of  India,  Indonesian  leaders  have 
i  expressed  their  eagerness  to  normalise  their  relations  with  India.  Speaking  at  a 
I  press-conference  in  Jakarta  on  June  1966  the  late  Foreign  Minister  of  In- 
donesia, Adam  Malik  said:  "Relations  with  India  have  been  rigid  in  the  past 
I  two  years,  we  would  like  to  improve  the  relationship."17  In  a  statement  in  par- 
I  liament  Adam  Malik  said:  "We  must  not  forget  that  India  is  one  of  the  signifi- 
'  cant  countries  in  international  politics,  particularly  in  Afro- Asian  and  non- 

16B.D.  Arora,  India-Indonesia  Relations  1961-1967,  Ph.D.  Thesis,  School  of  International 
'•Studies,  Jawaharlal  Nehru  University,  New  Delhi,  1973,  pp.  200-203. 

The  Statesman  (New  Delhi),  June  10,  1966. 
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alignment  policies  changes.18  Adam  Malik  recalled  that  there  had  been  a 
misunderstanding  in  the  past  between  the  two  countries.  However,  he  said,  the 
new  government  plans  to  improve  relations  with  India.  Furthermore,  from 
August  1966  the  exchange  of  visits  of  Indonesian  leaders  to  India  and  Indian 
leaders  to  Indonesia  have  further  strengthen  the  relations. 

In  September  1966  Adam  Malik  visited  India,  the  visit  of  whom  was  of  great 
significance  in  that  it  marked  the  beginning  of  a  new  chapter  in  the  history  of 
India-Indonesian  relations.  Malik  had  talks  with  Mrs.  Gandhi  and  Mr.  Swarn 
Singh  in  an  atmosphere  of  great  cordiality  and  mutual  understanding.  India 
and  Indonesia  recognised  the  close  cultural  and  historical  affinity  of  the 
peoples  of  the  two  countries.  Both  countries  agreed  to  reactivate  the  existing 
exchange  of  cultural  delegations  which  would  help  to  enlarge  the  scope  of  co- 
operation. Both  the  ministers  reiterated  their  continued  adherance  to  the  Ban- 
dung Principles.  They  reaffirmed  their  faith  in  the  principles  of  non-alignment 
as  an  instrument  for  the  prevention  of  war  and  the  consolidation  of  peace  for 
all  international  tensions  and  to  develop  international  co-operation.  The  In- 
dian Minister  for  External  Affairs,  Mr.  M.C.  Chagla  paid  a  visit  to  Indonesia 
in  January  1967.  The  two  foreign  ministers  discussed  bilateral  relations  and 
emphasised  the  need  to  make  continuous  efforts  to  promote  the  existing  good 
relations  between  India  and  Indonesia  in  the  economic,  commercial  and 
technology  fields.  The  Foreign  Ministers  of  India  and  Indonesia  have  agreed  in 
principle  to  maintain  regular  contacts  at  an  official  level  annually  to  review  the 
progress  in  the  strengthening  of  bilateral  relations. 

In  June  1969  Mrs.  Gandhi  visited  Indonesia,  the  Indonesian  press  had 
hailed  the  visit  of  Mrs.  Gandhi  and  said  "firm  friendship  between  two  big  na- 
tions of  Asia  is  vital  for  stability  and  peace  in  the  world."  The  daily  Sinar 
Harapan  wrote  "The  visit  of  Mrs.  Gandhi  was  a  historical  event  of  great 
significance."19  Mrs.  Gandhi  and  Soeharto  reaffirmed  their  faith  in  non- 
alignment  and  peaceful  co-existence.  Mrs.  Gandhi  said  that  non-alignment 
was  one  of  the  major  principles  of  India's  foreign  policy,  while  President 
Soeharto  said  his  government  held  the  principle  of  non-alignment  and  peaceful 
co-existence  on  the  basis  of  mutual  respect  as  the  correct  way  to  lessen  interna- 
tional tensions,  to  prevent  wars  and  to  maintain  peace. 

Swarn  Singh,  Minister  for  External  Affairs,  paid  a  visit  to  Indonesia  in 
August  1971,  among  the  subjects  discussed  on  which  there  was  a  mutual  ex- 
change of  views  were  the  situations  in  Southeast  Asia,  the  Indian  Ocean,  co- 
operation among  non-aligned  nations,  the  recent  treaty  of  peace  and  friend- 
ship and  co-operations  concluded  between  India  and  the  Soviet  Union  and 
regional  economic  co-operation.  In  discussing  the  problems  of  the  region, 

^Guardian  (Rangoon),  May  8,  1966. 
19Times  of  India  (New  Delhi),  June  29,  1969. 


INDIA-INDONESIA  RELATIONS  301 

both  sides  re-affirmed  their  belief  in  the  policy  of  non-alignment  as  an  impor- 
tant factor  in  the  maintenance  of  universal  peace,  international  security  and 
the  lessening  of  tensions  in  the  world.  They  recognised  the  need  for  con- 
solidating the  sovereignty  and  independence  of  all  non-aligned  nations  in  their 
region  in  the  spirit  of  the  declaration  of  the  Lusaka  Summit. 

In  May  1975  President  Fakuruddin  Ali  Ahmad  visited  Indonesia.  On  his 
visit  Mr.  Malik  said,  that  the  visit  of  Ahmad  would  facilate  efforts  of  the  two 
major  Asian  countries  to  make  the  Asian  region  a  zone. of  peace.  President 
Ahmad  said  that  "wind  of  change"  in  Asia  had  opened  up  the  prospect  of 
"constructive  and  fruitful"  relations  among  states  in  the  region  based  on 
sovereignty  co-operations  and  mutual  benefit.20  President  Ahmad  said  that 
scope  for  interaction  between  the  two  countries  was  vast  and  he  was  confident 
that  efforts  made  by  both  the  countries  to  identify  specific  areas  for  economic 
co-operation,  would  yield  positive  by  and  would  be  mutually  beneficial  in  the 
immediate  future.  President  Soeharto  said  that  it  would  be  appropriate  if  In- 
dia and  Indonesia,  being  the  principle  protagonists  of  the  first  Asian-African 
Conference,  should  together  re-invigorate  the  spirit  of  Bandung  with  its 
famous  ten  principles.  He  referred  to  the  centuries  old  cultural  ties,  the  noble 
ideas  and  the  valuable  assistence  of  India  to  Indonesia's  independence,  and 
said  his  dialogue  with  President  Ahmad  would  be  conducive  to  the  promotion 
of  close  and  friendly  relations  and  mutual  understanding  as  well  as  co- 
operation between  the  peoples  of  the  two  countries. 

Y.B.  Chavan,  the  then  Minister  of  External  Affairs,  visited  Indonesia  in 
July  1976.  Chavan  and  Adam  Malik  discussed  problems  related  to  the 
establishment  of  peace,  closer  political  and  economic  co-operation  between  In- 
dia and  Indonesia.  They  also  discussed  matters  related  to  stability  and  security 
of  Southeast  Asia.  Both  agreed  that  stability  and  security  of  the  region  are  im- 
portant to  world  peace  and  that  nations  in  the  region  should  develop  their 
respective  resilience  and  self-relience  to  prevent  outside  interference  in  their  af- 
fairs. India  had  offered  to  assist  in  the  economic  development  of  Southeast 
Asia,  and  thus  promote  self-reliance.  The  country  was  prepared  to  work  both 
bilaterally  and  multilaterally  with  economic  groupings  like  ASEAN.  The 
Foreign  Ministers  of  India  and  Indonesia  expressed  their  concern  over  the  lack 
of  progress  towards  the  realisation  of  the  Indian  Ocean  as  a  Zone  of  Peace. 

In  March  1977  the  Janata  Party  assumed  power  in  India.  Foreign  Minister 
Mr.  Atal  Bihari  Vajpayee  spoke  in  the  United  Nations  and  said  that  the  Janata 
Government  stood  firmly  for  peace,  non-alignment  and  friendship  with  all 
countries.  Non-alignment  war  a  projection  of  national  sovereignty  in  interna- 
tional  relations.21  During  the  period  of  office  of  the  Janata  Government,  India 

^National  Herald  (New  Delhi),  May  27,  1975. 

21  Atal  Bihari  Vajpayee,  New  Dymentation  of  India's  Foreign  Policy,  New  Delhi,  1979,  p.  211. 
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reviewed  and  improved  her  relations  with  the  countries  of  Southeast  Asia 
Under  the  changed  political  condition  in  India,  the  Janata  Government  had 
been,  to  some  extent,  successful  in  widening  the  India-ASEAN  relations  oar 
ticularly  with  Indonesia.  The  remark  made  by  the  Indonesian  Fo'reign 
Minister,  Kusumaatmadja,  during  his  visit  to  India  in  November  1978  was 
that  ASEAN  had  also  begun  to  attach  similar  importance  to  the  India-ASEAN 
co-operation.  Mochtar  Kusumaatmadja  said  that  India's  desire  to  have  closer 
relations  with  ASEAN  had  been  favourably  received  by  the  countries  of  the 
region.  He  added  that  his  country  played  a  major  role  in  preparing  the  ground 
tor  the  closer  relationship  between  India  and  ASEAN.22 

In  January  1980,  Mrs.  Gandhi  recaptured  power  in  the  general  elections 
President  Soeharto  visited  India  in  December  1980.  The  purpose  of  President 
Soeharto's  visit  was  to  further  strengthen  the  existing  bonds  of  friendship  and 
mutual  understanding  between  the  two  countries,  and  to  exchange  views  on 
different  international  issues.  President  Soeharto  felt  that  there  was  con- 
siderable scope  for  the  development  of  India-Indonesia  relations.  He  said- 
"To  us,  India  is  not  merely  a  nation  that  has  inherited  a  highly  civilised  history 
of  cultural  ties  with  Indonesia,  but  since  centuries  ago  to  us,  India  has  been 
and  is  our  close  friend."  "As  friend,  as  comrades  in  arms  and  as  fellow 
members  of  the  non-alignment  movement  both  nations  must  intensify  their  co- 
operation for  the  advancement  of  their  respective  peoples  and  also  for  the  bet- 
terment of  the  world."  President  Soeharto  and  Mrs.  Gandhi  held  extensive 
discussions  on  the  international  situation.  They  came  to  the  conclusion  that 
non-alignment  and  developing  countries  should  work  concertedly  to  defuse 
situations  of  tension  created  by  big  power  rivalry  and  confrontations  par- 
ticularly in  the  Asian  region.  President  Soeharto  said  that  India  and  Indonesia 
should  work  shoulder  to  shoulder,  adhering  strictly  to  the  original  spirit  of 
non-alignment,  because  if  we  fall  in  the  trap  of  any  superpower,  non- 
alignment  will  have  no  further  significance. 

In  September  1981  the  Prime  Minister,  Mrs.  Indira  Gandhi  visited  In- 
donesia. The  purpose  of  Gandhi's  visit  was  also  one  of  an  exchange  of  views 
on  bilateral,  regional  and  international  issues  with  Indonesian  leaders.  India 
regards  Indonesia  as  both  a  country  of  strategic  importance  and  a  stabilising 
factor  in  Southeast  Asia.  Mrs.  Gandhi  and  President  Soeharto  discussed 
bilateral  issues,  the  objective  of  which  was  to  add  greater  economic  and 
political  contacts  to  the  age  old  cultural  and  trade  ties  between  the  two  coun- 
tries. 

President  Sanjiva  Reddy,  visited  Indonesia  in  December  1981.  Reddy's  visit 
to  Indonesia  opened  a  new  chapter  in  India-Indonesia  relations.  His  visit  was  a 
part  of  India's  efforts  to  cement  closer  political  and  economic  relations  and  to 

22Asis  Kumar  Majundar,  South-East  Asia  in  Indian  Foreign  Policy,  Calcutta,  1982. 
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renew  the  drive  to  broaden  the  base  of  her  friendship  with  Southeast  Asian 
Countries  on  the  basis  of  equality,  mutual  understanding  and  co-operation. 

ECONOMIC  CO-OPERATION 

India  and  Indonesia  have  a  good  bilateral  economic  co-operation.  In 
September  1950  an  Indian  trade  delegation  led  by  P. A.  Narielwala,  visited  In- 
donesia, and  on  January  23,  1953  a  trade  agreement  was  signed  by  the  two 
countries.  This  agreement  provided  for  a  threefold  increase  in  trade  in  the 
following  years.  As  a  result  of  this  trade  agreement  between  India  and  In- 
donesia has  increased  perceptibly. 


Table  1 

INDIA'S  TRADE  WITH  INDONESIA 
(Thousand  Rupees) 


Years 

Imports  to  India 

Exports  from  India 

1950-1951 

30,703 

28,871 

1951-1952 

32,122 

45,027 

1952-1953 

10,164 

53,005 

1953-1954 

15,077 

66,011 

1954-1955 

8,091 

54,439 

1955-1956 

14,586 

116,002 

1956-1957 

20,808 

76,853 

1957 

38,053 

56,989 

1958 

33,075 

26,613 

1959 

38,299 

38,197 

1960 

39,727 

43,017 

Source:   Government  of  India,  Statistical  Abstract  of  The  Union  of  India,  1954-1955,  1958-1959 
and  1961.  Quoted  by  Ton  that  thien  n.3  p.  109. 


As  the  table  shows,  exports  from  Indonesia  to  India  has  increased  but  in  an 
erratic  manner.  Exports  from  India  to  Indonesia  rose  until  1954-1955  and 
declined  thereafter. 

A  new  era  of  economic  co-operation  and  understanding  started  since  Presi- 
dent Soeharto  came  into  power  in  1966.  There  are  no  problems  between  India 
j  and  Indonesia  in  their  bilateral  economic  co-operations.  The  Soeharto 
Government  which  is  assisted  by  a  group  of  dedicated  technocrats  is  deter- 
mined to  rebuild  the  Indonesian  economy.  When  Adam  Malik  visited  India  in 
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1966,  India  and  Indonesia  underlined  the  urgency  and  importance  of  economic 
co-operation  between  them.  India  extended  to  Indonesia  a  loan  of  RslOO 
million  in  September  1966,  for  the  purchase  by  Indonesia  of  jute,  goods  cot- 
ton, textiles,  iron,  engineering  products,  spareparts,  chemicals,  phar- 
maceuticals and  drugs.23  Mr.  Manubai  Shah,  the  then  Minister  of  Commerce 
as  head  of  the  economic  co-operation  delegation,  visited  Indonesia  in 
December  1966  and  discussed  trade  and  economic  co-operation.  At  the  conclu- 
sion of  their  discussions  a  trade  agreement  was  signed  and  came  into  existence 
The  improvement  in  trade  and  bilateral  economic  co-operation  between  the 
two  countries  has  been  proceeding  apace  since  the  signing  of  an  agreement  in 
15th  February  1979.  A  broader  base  of  agreement  for  greater  economic  co- 
operation between  India  and  Indonesia  has  emerged.  This  included  the  pur- 
chase on  a  long  term  basis,  of  two  million  tonnes  of  Indian  iron  ore  pellets  by 
Indonesia  from  the  proposed  pelletisation  plant  at  Baliladila  in  Madnya 
Pradesh.  It  is  proposed  that  a  task  force  would  be  set  up  at  an  early  date  to 
finalise  the  area  of  economic  co-operation  between  India  and  Indonesia  to  the 
mutual  advantage  of  both  countries,  both  in  the  area  of  non-ferrous  metals, 
engineering  industries,  including  the  manufacture  of  machines  and  machine 
tools,  particularly  those  suitable  for  small  scale  industries  in  Indonesia.  Also  in 
the  power  and  transport,  geological  exploration  and  the  development  of 
mineral  and  other  natural  resources,  design  engineering  and  technology. 
Design  engineering  and  technology  are  needed  for  the  development  of  steel,  ce- 
ment, sugar  and  small  scale  industries,  the  establishment  of  training  institutes 
for  the  development  of  necessary  technical  manpower  and  rural  co-operatives 
with  particular  emphasis  on  the  development  of  dairy  products.24  ' 

India  and  Indonesia  are  forging  ahead  to  closer  links  in  a  wider  spectrum 
of  economic  co-operation  relating  to  trade,  joint  ventures  and  technological 
assistence  and  transfer.  During  President  Soeharto's  visit  to  India  in  December 
1980  the  economic  aspect  of  India-Indonesian  relations  came  for  a  more  de- 
tailed review  in  the  talks  between  Mr.  Mukherjee  and  Widjojo  Nitisastro, 
chairman  of  the  Indonesian  National  Planning  Board.  India  and  Indonesia 
have  agreed,  to  an  explorable  position,  of  diversifying  and  expanding  their 
trade  relations.  The  total  volume  of  trade  between  India  and  Indonesia  during 
the  1979-1980  financial  years  was  about  RslOO  crores  (US$125  million).  The 
total  volume  of  joint  ventures  is  around  US$200  million.  Eighteen  joint  pro- 
jects have  been  approved,  15  joint  ventures  have  already  been  set-up,  while 
three  are  under  consideration.  The  joint  ventures  are  in  the  field  of  textiles, 
pharmaceuticals,  steel-rolling  mills,  paper-pulp  and  edible  oil.  When  Mrs.  Gan- 
dhi visited  Indonesia  in  September  1981  she  also  discussed  bilateral  economic' 
co-operation.  The  two  countries  had  been  proceeding  apace.  Since  the  signing 

23Vishal  Singh,  "Regional  Co-operation  in  Southeast  Asia,"  Hindustan  Times,  June  30,  1969. 
^Foreign  Affairs  Record,  Vol.  25,  No.  2  (February  1979),  p.  32. 
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of  an  agreement  in  1979,  Indonesia  has  agreed  to  buy  1.75  million  tons  of  pet- 
tetised  iron  ore  from  the  Kudremukh  project.  BHEL  has  shown  its  interest  in  a 
series  of  100  and  200  MW  power  plants  that  Indonesia  is  planning  to  build  and 
HMT  has  proposed  the  assemblig  of  the  tool  room  projects.25 

Table  2 


INDONESIA'S  TRADE  WITH  INDIA 
(In  Million  US$) 


Year 

Imports  from  India 

Exports  to  India 

1974 

'  19.34 

3.82 

1975 

40.98 

12.62 

1976 

123.11 

4.24 

1877 

83.10 

27.54 

1978 

111.91 

31.04 

1979 

125.58 

17.74 

1980 

43.24 

45.80 

1981 

79.23 

22.61 

1982 

225.57 

8.17 

1983 

55.13 

9.68 

1984 

55.23 

38.05 

(up  to  Nov.) 

Source:   Imports  and  Exports  Hand  Book,  Published  by  the  Central  Bureau  of  Statistics  Jakarta, 
Indonesia  from  1974  to  1984. 


As  the  table  shows,  Indonesia's  total  export  to  India  came  to  about 
US$45.80  million  in  1980  which  marked  a  notable  improvement.  The  items 
mainly  exported  to  India  were  spices,  paper  and  paper  board,  palmoil  and 
vegetables-oil,  sponge  iron  and  steel,  organic  chemicals,  portland  cement,  fer- 
tilisers and  others.  India's  export  to  Indonesia  has  reached  an  all  time  high  of 
US$225.57  million  in  1982.  The  main  items  which  were  being  exported  to 'In- 
donesia, were  power  generating-machineries  (non  elec),  metal  working 
machineries,  machine  tools,  textile  machineries,  road  rollers,  vehicles  and 
motor  car  spare  parts,  electric  machinery  and  spare  parts,  cinematographic 
films  (developed),  glass,  iron  and  steel  ingots,  textiles,  sugas,  rice,  chemicals 
and  related  products,  medical  instruments  and  others. 

To  conclude,  the  growing  friendship  between  India  and  Indonesia  serve 
continuously  as  an  important  factor  to  peace  and  stability  in  Asia  and 
elsewhere,  India  and  Indonesia  are  two  developing  countries  and  pursuing  a 
policy  of  non-alignment,  and  are  working  together  in  close  friendship  and  co- 
operation in  the  United  Nations  and  other  world  forums. 

25The  Hindu,  September  24,  1981. 
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The  Dilemma  of  a  Transitional 
Society 

The  Transformation  of  the  Indone- 
sian Society  (In  Indonesian:  Trans- 
formasi  Masyarakat  Indonesia)  by 
Denny  J.A.  (Ed.).  Jakarta:  Kelom- 
pok  Studi  Proklamasi,  1986,  135  pp. 
This  review  article  by  Sujatmika  is 
translated  from  Suara  Karya,  30th 
January  1987. 


Any  analysis  on  the  transformation  process 
of  a  society  will  always  give  rise  to  problems,  as 
a  consequence  of  the  process.  In  developing 
countries  the  transformation  of  a  society  is 
marked  by  a  shift  of  the  feodalism  pattern 
-  which  is  marked  by  a  traditional  life  -  to  a 
modernisation  pattern  which  constitutes  a  pro- 
cess towards  a  modern  society. 

This  shift  would  bring  about  changes  of 
values  in  society  both  structurally  and  cultural- 
ly which  may  generate  inter-groups  conflicts  as 
a  response  to  that  change. 

This  book  entitled  Transformasi  Masyara- 
kat Indonesia  -  edited  by  Denny  J.A.  elabo- 
rates on  the  transformation  process  of  the  In- 
donesian society  and  some  problems  that  arise  - 
as  a  result  of  the  process.  This  presentation 
constitutes  a  miscellaneous  writing  based  on  in- 
terviews with  authors  actively  engaged  in  the 
socio-cultural,  economic,  political  and  reli- 
gious fields.  They  are  Sutan  Takdir  Alisyah- 
bana,  Kuntowijoyo,  Loekman  Soetrisno, 
Mochtar  Lubis,  Y.B.  Mangunwijaya,  Soerjan- 


to  Poespowardojo,  and  Djohan  Effendi.  These 
writers  analyse  different  kind  of  issues,  depen- 
ding on  the  angle  they  are  to  highlight  the  issue. 

As  a  starting  point  of  his  analysis  Sutan 
Takdir  observes  the  Indonesian  society,  and 
emphasises  on  their  existence  with  regard  to  the 
global  society.  Taking  as  a  point  of  departure 
the  historical  perspective,  Takdir  presents  his 
evaluation  on  the  Indonesian  society  which  is 
proceeding  from  the  process  of  expressive 
culture  -  marked  by  the  value  of  beauty  and 
sanctity  —  towards  a  progressive  culture  —  in 
which  science  and  economy  prevail.  Hence 
Takdir  points  out  the  role  of  mentality  --  which 
has  affected  the  society's  way  of  thinking  in  a 
progressive  culture. 

Whereas  Kuntowijoyo  envisaged  the  devel- 
opment of  national  history.  As  an  illustration 
he  divides  Indonesia's  history  into  three 
periods,  namely  the  pre-national,  national  and 
post-national  era.  Kuntowijoyo  focuses  on  the 
shift  of  social  formation,  social  system,  system 
of  knowledge,  social  cohesion,  historical 
tendency,  and  the  agent  of  history  from  each 
periodisation. 

Another  dimension  of  a  transitional  society 
is  the  existence  of  the  role  of  classes  in  the  life 
of  statehood.  Loekman  Soetrisno  observes  the 
existence  of  the  middle  class  in  Indonesia  which 
has  only  importance  in  the  economic  field. 
Politically,  the  middle  class  in  Indonesia  has 
not  as  yet  been  able  to  exist  independently.  In 
such  a  condition  Loekman  shows  the  danger 
that  may  emerge,  namely  the  difficulty  to  make 
a  substantive  change  and  without  violence. 

Mochtar  Lubis'  writing  analyses  the  social 
side  of  technological  development  vis-a-vis  the 
existence  of  human  ecology.  Mochtar  envi- 
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isaged  the  danger  of  using  nuclear  energy  in 
man's  life.  As  an  alternative  Mochtar  says  that 
:  the  use  of  natural  resource  energy  is  preferable 
i  since  it  will  safeguard  man  from  the  negative 
« effects  of  nuclear  power. 

In  his  specific  style,  Y.B.  Mangunwijaya 
I  analyses  the  existence  of  the  Indonesian  society 
:  especially  that  of  the  lower  class.  Mentioning 
I  the  trilogy  of  poverty  the  writer  eventually  con- 
;  eludes  that  their  existence  is  due  to  the  develop- 
i  ment  model  opted  (p.  110). 

The  utilisation  of  technology  has  led  people 
1  to  a  change  of  values  in  society  bringing  about 
( collisions  in  the  traditional  life.  In  this  section 
!  Soerjanto  Poespowardojo  reveals  the  existence 
i  of  four  tendencies  in  society.  This  constitutes 
I  the  conclusion  of  the  use  of  the  law  of  techno- 
I  logy.  Those  four  tendencies  are  a  reification 
'which  has  brought  about  a  life  pattern  un- 

•  capable  of  mobilising  the  solidarity  and  parti- 
t  cipation  of  the  society;  manipulation  which  is 
!  sheer  instructive  and  less  informative  in  nature; 
I  fragmentation  and  individualisation  which  will 
I  be  directed  towards  individual  life.  This  is  indi- 
i  cated  by  the  fact  that  one  becomes  more 
i  detached  from  the  society. 

In  the  light  of  the  religious  dimension,  in 
i  the  concluding  section,  Djohan  Effendi,  exa- 
i  mines  the  social  change  of  the  society.  He  ex- 
I  pounds  the  secularisation  process  occurring  in 
:  society.  As  its  manifestation,  he  points  out  the 
'  challenges  faced  by  religion  in  the  Indonesian 
:  society  in  the  future  in  an  attempt  to  avoid 
:  seeking  sources  outside  religion  by  the  society 
I  in  the  future. 

Interesting  to  note  in  the  presentation  of 
this  book  is  the  existence  of  a  consensus  of  the 
writers  to  face  the  future  of  the  Indonesian 
society  in  an  effort  to  realise  a  more  humane 
:  society.  The  lack  of  a  thematic  unity  in  these 
analyses  may  disturb  the  readers  in  compre- 
hending the  contents  as  a  coherence.  It  is  pre- 

•  cisely  in  this  regard  that  the  editor  fails  in  that 
there  is  no  analysis  giving  a  coherent  illustra- 
tion. 

As  the  editor  and  concurrently  the  correc- 
tor, Denny  has  rather  overlooked  the  fact  that 
an  interview  is  spontaneous  in  character,  and  at 
times  falls  short  of  the  right  framework  of 


thoughts.  This  has  led  to  the  creation  of  a  study 
with  such  a  wide-ranging  scope  be  studied  in  a 
narrow  manner,  represented  by  certain  condi- 
tions of  society. 

As  a  chain  of  authors'  views  in  this  book,  a 
study  appears  to  be  focused  on  a  specific  pro- 
blem by  each  respective  writer.  Here  Soerjanto 
Poespowardojo's  writing  needs  to  be  given 
special  attention  since  it  is  capable  of  analysing 
the  issues  as  an  integrated  whole. 

As  a  follow  up,  it  would  be  most  opportune 
if  Denny  is  willing  to  continue  to  interview 
other  writers  such  as,  Sartono  Kartodirdjo, 
Soedjatmoko,  Alfian,  Koentjaraningrat. 


Who  Represents  Who 

Political  Representativeness  in  In- 
donesia (In  Indonesian:  Perwakilan 
Politik  di  Indonesia)  by  Arbi  Sank. 
Jakarta:  Rajawali,  1985,  310  pp.  This 
review  article  by  Ridwan  Saidi  trans- 
lated from  Tempo,  7th  February  1987. 


The  political  representativeness  of  a 
political  institution  since  the  KNIP  (Komite 
Nasional  Indonesia  Pusat  =  The  Central  In- 
donesian National  Committee)  up  till  the  DPR 
(House  of  Representatives)  elected  through  the 
general  election  during  the  New  Order  period, 
has  always  been  the  bulk  of  interesting  discus- 
sions in  its  relationship  to  the  political  system 
in  Indonesia.  In  the  book  entitled  Perwakilan 
Politik  di  Indonesia,  Arbi  Sank  attempts  to  ex- 
pound the  problem  of  under  and  over  represen- 
tation with  regard  to  an  institution  such  as  the 
DPR  of  the  Republic  of  Indonesia. 

Arbi  Sanit  ascribes  the  process  of  the 
establishment  of  a  representative  institution, 
still  coloured  by  the  appointment  system,  as  the 
cause  of  the  political  representativeness.  He 
often  refers  to  the  1955  elected  DPR  as  an  ex- 
ception. He  produces  a  table  of  the  composi- 
tion of  the  legislative  body  in  Indonesia  from 
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the  point  of  view  of  the  way  .  to  become  a 
member  (p.  262).  There  he  points  out:  the 
percentage  of  appointed  members  of  the  DPR 
elected  by  the  1955  General  Election  was  0  per- 
cent and  compares  it  to  that  of  the  DPR-GR 
(Mutual  Help  People's  Representatives  Coun- 
cil) which  was  100  percent. 

Such  an  appointment  system  combined 
with  an  election  system  has  a  deep  root  in  its 
history.  The  combination  system  of  election 
and  appointment  was  not  only  known  in  the 
Volksraad  (1918-1942),  but  also  in  the  DPR  be- 
ing the  result  of  the  1955  General  Election, 
known  as  the  constitutional  democracy. 

In  the  territory  formerly  known  as  Irian 
Barat,  for  example,  where  at  that  time  no  elec- 
tion had  been  held  yet,  in  order  to  represent 
that  territory  three  representatives  were  ap- 
pointed. They  were  A.B.  Karubuy,  Moh. 
Padang,  and  Silas  Papare.  Aside  from  that,  a 
number  of  names,  such  as  Lie  Po  Yoe,  Oey 
Tjeng  Hien,  Tan  Eng  Hong,  Tan  Kiem  Liong, 
and  Mr.  Tjung  Tin  Jan,  were  appointed  as 
members  of  the  DPR  to  represent  the  Chinese 
Minority  group.  Whereas  D.  Hage,  J.R.  Koot, 
Haji  J.C.  Princen,  R.Ch.M.  Du  Puy, 
J.L.W.R.  Rhemrev,  and  E.F.  Wens  were  ap- 
pointed to  represent  the  European  Minority 
Group. 

Hence,  in  the  course  of  the  history  of  the 
Indonesian  parliament,  there  has  not  been  any 
legislative  institution  whatsoever  without  ap- 
pointed members.  And  one  may  say  that  no 
one  in  the  Indonesian  Government  has  ever 
considered  the  election  system  as  the  only  way 
to  form  a  legislative  institution  that  meets  the 
appropriate  element  of  representativeness. 

Empirically  the  combination  of  the  election 
and  appointment  system  in  the  formation  of 
Indonesia's  legislative  institution  has  gained 
political  acceptability  in  society.  This  fact 
needs  to  be  traced  down  with  regard  to  its 
linkage  with  Indonesia's  government  system 
which  is  often  termed  as  being  executive  heavy 

The  legislative  institution  does  not  con- 
stitute a  power  centre.  And  every  hope  to  place 
the  legislative  institution  in  its  relationship  with 
the  perception  of  Western  Democracy  has  even 
ended  up  in  disappointment.  And  viewed  from 
the  scientific  angle,  such  a  reality  undoubtedly 


has  to  be  examined  in  terms  of  the  strength  of! 
its  roots  in  Indonesia's  political  culture.  Except : 
the  presence  and  performance  of  the  legislative : 
institution  between  1950  and  1957,  which  was  i 
termed  by  Herbert  Feith  as  the  practice  of  con- 
stitutional democracy,  is  a  historical  intermez- 
zo. 

The  context  of  placing  the  legislative  in- 
stitution in  the  historical  perspective  seems  to 
be  given  an  improper  portion  in  this  book.  The 
presentation  of  case  studies,  especially  oh  the 
role  of  DPRD  (Regional  Council  of  Represen- 
tatives, pp.  203-248),  is  even  exaggerated,  if 
that  is  meant  to  endorse  the  conclusion  that  the 
legislative  institution  falls  short  of  playing  a 
role  in  the  political  process.  If  one  refers  to  Act 
No.  5/1974,  it  is  clearly  spelt  out  that  DPRD  is 
a  regional  government  apparatus. 

Perhaps  there  is  still  hope  if  improvements 
are  made  in  the  method  of  political  recruitment 
of  the  participants  of  the  general  election.  This 
is  due  to  the  fact  that  the  legislative  quality 
control  in  the  practice  of  Pancasila  Democracy 
has  undergone  a  shift  from  political  control  to 
that  which  is  technical  in  nature. 

DPR's  control,  however,  tight  it  might  be, 
will  not  be  able  to  push  aside  the  position  of  a 
director  general,  since  the  recruitment  of  of- 
ficials of  such  a  level  is  carried  out  through  its 
own  respective  channels  and  procedures.  Ac- 
cordingly, for  the  last  10  years,  the  working 
meetings  of  the  committees  in  the  DPR  have 
tended  to  become  a  technical  control  forum 
over  the  discharge  of  the  tasks  of  the  govern- 
ment apparatuses.  Accordingly  it  is  understan- 
dable that  a  great  number  of  members  of  the 
Faction  of  the  Functional  Group  are  former  of- 
ficials, either  at  the  central  or  regional  level. 

Perhaps  it  is  difficult  for  the  other  political 
Party's  Factions  to  follow  suit.  However,  it  is 
not  impossible  to  recruit  free  intellectuals.  The 
emergence  of  the  name  of  an  economic  ob- 
server such  as  Kwik  Kian  Gie  in  the  List  of  Pro- 
visional Candidates  (DCS  -  Daftar  Calon 
Sementara)  of  1987  from  the  PDI  (Indonesian 
Democracy  Party)  should  become  a  general 
political  trend  within  the  body  of  the  political 
parties.  The  role  of  the  political  parties  by  vir-  [ 
tue  of  their  respective  factions  in  the  DPR  1 
should  be  more  qualitative  in  nature.  Because,  ' 
in  a  centralised  power  system,  as  Arbi  Sanit 
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puts  it,  the  number  of  seats  obtained  by  the 
political  parties  will  certainly  not  change  the 
equilibrium  of  political  power. 

In  order  to  establish  a  legislative  institution 
with  appropriate  representativeness,  in  keeping 
with  the  political  system  of  Pancasila  Demo- 
cracy which  is  still  being  realised,  the  key  word 
certainly  lies  in  the  capability  of  the  political 
parties  to  develop  their  respective  quality,  aside 
from  the  degree  of  Golkar's  self-reliance. 
Thus,  representativeness  with  a  qualitative 
substance,  though  in  fact  the.  connotation  of 
representativeness  refers  to  quantitative  aspect. 

From  an  observer  such  as  Arbi  Sank,  one 
will  be  convinced  that  other  writings  concern- 
ing the  legislative  institution  will  follow  suit. 
Last  but  not  least  it  is  expected  that  it  will  have 
a  wider  scope. 


Leaving  a  Message 

Indonesia  Looks  into  the  Future  (In 

Indonesian:  Indonesia  Menatap  Masa 
Depan)  by  H.  Roeslan  Abdulgani. 
Jakarta:  Pustaka  Merdeka,  1986,  416 
pp.  This  review  article  by  Sigit  Edi 
Sutomo  is  translated  from  Eksekutif, 
.January  1987. 

What  kind  of  message  does  a  prominent 
figure  want  to  leave?  The  more  so  if  the  person 
concerned  also  experienced  and  was  involved  in 
the  period  of  upheavals;  which  also  played  a 
decisive  role  in  the  history  of  a  nation?  Roeslan 
Abdulgani  who  was  born  in  the  year  of  the  out- 
break of  the  First  World  War  (1914)  in  Europe, 
is  one  among  the  few  Indonesians  who  has  ex- 
perienced five  stages  of  the  modern  history  of 
Indonesia;  Dutch  Colonialism,  Japanese  oc- 
cupation, the  war  for  independence,  the  period 
of  guided  democracy,  and  that  of  the  New 
Order.  This  man  of  five  eras  has  written  his 
message  to  the  nation  in  the  form  of  a  book  en- 
titled: Indonesia  Menatap  Masa  Depan  (In- 
donesia Looks  into  the  Future). 


Reading  "Indonesia  Menatap  Masa 
Depan"  we  are  taken  to  a  reflection  on  the 
course  of  the  Indonesian  nation's  history  since 
the  onset  of  its  founding,  which  is  none  other 
than  a  valuable  lesson  to  face  the  future  which 
is  not  free  from  serious  challenges.  One  out- 
standing feature  of  Roeslan's  writings  is  his 
elaboration  on  the  struggle  of  this  nation  after 
40  years  of  independence.  All  of  these  were 
reflected  in  his  writings  published  by  the 
Merdeka  Daily  during  the  period  of  1980-1985. 

The  first  part,  for  example,  contains  9  con- 
cise writings  by  which  one  is  taken  far  back  to 
the  past.  A  flashback  which  does  not  only 
reveal  various  historical  facts,  but  also  the  ex- 
perience of  an  actor  with  regard  to  various 
historical  events  in  which  he  was  actively  in- 
volved. Using  his  typical  expressions,  and 
rhetoric  style,  Roeslan  has  succeeded  in  in- 
viting one  to  trace  back  the  footprints  of  the 
era.  Either  in  the  socio-political  field,  or  that  of 
the  military,  the  struggle  of  the  young  nation  is 
revealed  intactly  and  appealing. 

It  is  no  arrogance  if  the  writer  often  gives 
an  account  of  his  own  personal  experience,  his 
involvement  in  events  having  important  histo- 
ric values,  since  Roeslan  has  indeed  spent  more 
than  half  of  his  lifetime  struggling  in  the 
dynamic  process  of  the  founding  of  the  Repu- 
blic. In  the  diplomatic  field,  for  example,  he 
had  observed  it  since  the  British  landed  in  Sura- 
baya. Roeslan,  who  was  still  young  at  that  time 
was  already  actively  involved  in  several 
negotiations.  Hence  it  is  not  surprising  if  he  has 
quite  succeeded  in  describing  various  at- 
mospheres of  he  negotiations  in  such  an  intense 
manner. 

His  profound  observation  and  eloquence  in 
presenting  various  personal  notes,  are  implied 
in  various  writings  under  the  subtitle  of 
"Sekitar  Kemerdekaan  Indonesia"  (Around 
Indonesia's  Independence).  His  close  relation- 
ship with  many  movement  leaders  enables  the 
writer  to  know  much  about  various  issues 
which  as  a  matter  of  fact  are  not  always 
published. 

Not  only  does  he  speak  about  one's  stance 
but  he  also  touches  upon  the  spirit  behind  it 
—  there  were  turbulances,  or  disputes  between 
groups  or  individuals  at  that  time;  but  all  of 
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them  are  related  to  the  impression  as  if  those 
events  constitute  a  maturity  process  of  a  nation 
that  is  endeavouring  to  build-up  itself.  In  this 
regard  one  may  borrow  the  term  used  in  one  of 
his  writings,  "In  an  effort  to  create  an  identity 
and  along  the  stability  of  the  atmosphere  of  in- 
dependence." 

It  was  there  that  the  figure  of  Roeslan 
Abdulgani,  one  who  got  the  opportunity  to  be 
involved  in  Indonesia's  high  level  political  life, 
appeared  so  markedly.  In  the  hands  of  Roeslan 
history  does  not  appear  fragmented,  but  con- 
stitutes a  chain  of  the  struggle  of  consecutive 
thoughts  and  equipped  with  personal  interpre- 
tations, since  he  himself  was  actively  involved 
in  it. 

Moving  from  part  I  which  rather  implies 
some  notes  on  events,  part  II  seems  to  be  a 
more  serene  reflection.  A  reflection  of  a 
thought,  if  not  an  ideology,  which  later  in  its 
process  becomes  the  philosophy  of  the  Indone- 
sian nation:  Pancasila.  And,  writings  about 
this  cannot  be  separated  from  mentioning 
Soekarno's  name,  the  first  President  of  the 
Republic  of  Indonesia,  a  prominent  who  knew 
and  was  known  personally  by  the  author. 

Aside  from  that,  Cak  Roes  (brother  Roes), 
as  he  is  often  called,  who  since  his  youth  has 
been  quite  closely  acquainted  with  Islamic,  Na- 
tionalist, and  Marxist  figures,  is  able  to  analyse 
Pancasila  philosophy  not  only  extensively  but 
also  comprehensively.  One  can  study  his 
writing  entitled,  "The  Function  of  Ideology  in 
the  Philosophy  of  Pragmatism,"  in  which  he 
not  only  expounds  the  basic  notions  on 
ideology,  but  also  takes  one  to  the  exploration 
of  Europe  which  is  wellkown  for  its  pragmatic 
philosophy  with  prominents  such  as  John 
Dewey  and  William  James  in  the  US. 

The  author  who  was  closely  acquainted 
with  Soekarno  is  able  to  relate  the  involvement 
of  Indonesian  prominent  thinkers,  including 
Bung  Hatta,  in  their  endeavours  through  a 
variety  of  thoughts  to  generate  a  foundation  of 
the  state  ideology  which  eventually  was  drawn 
up  into  Pancasila  and  spelt  out  in  the  form  of 
the  1945  Constitution. 

However,  in  the  midst  of  the  complicated 
and  dry  discussions,  in  line  with  Roeslan's  con- 
tents, form  and  style  of  writing,  also  descrip- 


tions written  in  a  relaxed  manner,  sometimes 
humorously,  and  teasing  one's  emotion  have 
also  been  inserted.  That  is  why  this  thick  book 
is  not  too  boring  to  read.  Moreover,  his  habit 
to  use  short  sentences  enables  the  readers  to 
read  his  writings  with  ease. 

Juwono  Sudarsono  has  rightly  put  it  in  his 
introductory  remarks,  that  this  book  is  also  a 
,  "selfportrait  of  a  man  who  is  fond  of  going 
through  new  horizons,  and  not  disinclined  to 
admit  his  own  weaknesses  ..."  Hence  in  this 
chapter  and  the.  following,  Roeslan  Abdulgani 
eloquently  points  out  what  strengths  and 
weaknesses  Indonesians  have  as  a  nation.  It 
also  serves  as  a  warning  for  the  course  taken  by 
the  leadership  of  this  nation.  In  the  chapter  on 
this  national  leadership  one  is  not  short  of  an 
historical  outlook  on  the  struggle,  uncertainty, 
consolidation,  and  tendencies  of  conflict  sur- 
rounding them. 

Aside  from  being  conventional  in  terms  of 
his  train  of  thoughts  seen  in  the  light  of  this 
modern  era,  Roeslan's  thoughts  cannot  be  said 
to  be  outdated.  Various  expressions  clearly 
refer  to  nuances  of  new  thoughts,  which  even 
often  give  the  impression  of  being  progressive. 
However,  at  times  one  is  taken  to  new  situa- 
tions of  life.  One  can,  for  example,  read  his 
writings  in  "Pembinaan  Patriotisme  di  Pergu- 
ruan  Tinggi"  (Developing  Patriotism  at 
Universities).  But  sometimes  one  is  being  in- 
volved in  the  reflection  of  nostalgic  history,  in 
"Mengenang  Lahirnya  Putra  Sang  Fajar"  (Re- 
flecting on  the  Birth  of  the  Son  of  Dawn)  or 
also  in  "Mengenang  Sejenak  Bung  Karno, 
Bung  Hatta  dan  Zus  Fat"  (A  Moment  to 
remember  Bung  Karno,  Bung  Hatta  and  Zus 
Fat).  All  of  these  have  made  this  book  pleasant 
to  read. 

The  extensive  scope  of  his  thoughts  also  en- 
compasses his  views  on  the  social  task  of  ABRI 
(the  Armed  Forces  of  the  Republic  of  In- 
donesia), the  development  strategy,  socio- 
political order,  and  foreign  policy  issues.  Even 
the  development  of  mass  communications  is 
touched  upon  by  Roeslan,  all  of  which  are 
presented  in  chapters  four,  five,  six,  and  seven. 

However,  what  is  the  theme  of  this  com- 
pilation of  writings,  if  one  may  infer  from  it? 
Apparently  all  of  these  cannot  be  separated 


BOOK  REVIEWS 


311 


from  those  touched  upon  earlier,  namely  a 
message,  that  is  left  by  a  prominent  figure  to 
his  nation  who  are  still  facing  profound  tasks 
in  its  future  history.  And  it  is  this  message  that 
implies  Pak  Roeslan's  typical  expression  on  the 
need  of  the  Indonesian  nation  to  enhance  their 
patriotic  stance,  their  alertness,  and  -national 
unity  in  an  effort  to  uphold  the  national  identi- 
ty so  far  achieved  through  a  not  too  easy  strug- 
gle. It  is  in  this  context  that  this  book  with  its 
historical  outlook  becomes  useful  in  drawing 
up  "the  future  national  agenda"  as  Roeslan 
puts  it. 

However,  the  more  so,  this  book  which  was 
first  published  by  the  end  of  1986  enables  one 
to  have  an  almost  complete  picture  with  regard 
to  the  changes  of  the  historical  stages  in  nearly 
all  sectors  of  the  Indonesian  nation.  What  do 
the  changes  of  the  historical  stages  (course  of 
history)  of  a  nation  constitute  if  not  the 
changes  occurring  in  the  span  between  —  as  Pak 
Roeslan  puts  it  -  "continuity  and  discon- 
tinuity?" 

The  historical  course  of  a  nation  can 
seldom  be  elaborated  by  a  member  of  the  na- 
tion concerned  in  just  short  recordings,  as  is 
the  case  with  this  compilation  of  writings. 
Nevertheless  the  publisher's  attempt  to  arrange 
them  thematically  may  be  said  to  be  quite  suc- 
cessful: i.e.  to  draw  up  a  certain  train  of 
thoughts  based  on  writings  which  are  scattered 
here  and  there.  In  conclusion,  Indonesia  Me- 
natap  Masa  Depan  is  perhaps,  not  only  a 
message  but  also  an  invitation  to  the  Indone- 
sian people  that  only  by  combining  spirit  and 
patriotism  on  the  one  hand,  and  hardworking, 
accuracy  and  alertness  on  the  other,  there  will 
be  no  challenge  whatsoever  that  cannot  be 
overcome. 


Letters  to  a  Friend 

Conscience  Against  Tyranny:  Bung 
Hatta's  Letters  to  President  Soekar- 
no,  1957-1965  (In  Indonesian:  Hati 
Nurani  Melawan  Kezaliman),  com- 


piled by  Mochtar  Lubis.  Jakarta: 
Sinar  Harapan,  1986,  131  pp.  This 
review  article  by  Deliar  Noer  is 
translated  from  Tempo,  16th  August 
1986. 


This  book  which  is  divided  into  seven 
chapters  and  appended  by  the  introduction  of 
the  compiler  (also  by  Oei  Yong  Tjioe,  a  close 
friend  of  Hatta  at  the  time  when  he  was  still 
functioning  as  vice  president),  contains  eight 
letters  of  Hatta  to  Soekarno,  and  three  notes  of 
Soekarno  to  Hatta,  during  eight  years  (1957- 
1965).  In  the  eight  letters  Hatta  stated  his 
views,  criticism,  and  alternative  thoughts  on 
various  policies  of  the  government  and  the 
development  faced  by  the  state  and  nation  at 
that  time. 

This  book  reveals  part  of  Indonesia's 
history.  Its  chapters  expound  the  development 
from  year  to  year  during  the  period  of  1957- 
1965  referred  to  above.  It  is  written  by  some- 
one who  was  much  involved  in  that  history, 
one  who  knows  about  its  development,  in- 
cluding that  behind  the  events.  Mochtar,  for 
example,  heard  it  directly  from  Subandrio  and 
Chaerul  Saleh  about  their  intent  to  approach 
Soekarno,  and  he  was  also  imprisoned  by 
Soekarno  because  of  his  opposing  stand 
against  that  president. 

In  this  context,  Mochtar  opts  for  an  ap- 
proach which  stresses  on  the  presentation  of 
consecutive  events  rather  than  on  analysis.  Ap- 
parently it  is  expected  that  this  would  facilitate 
the  readers  to  digest  the  contents  of  the  letters 
and  the  situation  at  the  time  when  the  letters 
were  written,  and  further  it  is  up  to  them  to 
draw  the  conclusions.  However,  this  is  exactly 
the  flaw  of  the  compilation  of  this  book.  From 
this  book  one  does  not  know  why  PKI  (the 
Communist  Party  of  Indonesia)  tilted  towards 
Moscow  (p.  19),  thereafter  to  Peking  (p.  93)? 
What  were  the  reasons  behind  Hatta's  resigna- 
tion as  vice  president  (p.  29)  except  that  he  kept 
himself  aloof  from  Soekarno?  Why  did  PSI 
(Indonesian  Socialist  Party),  NU,  PSII  (Indo- 
nesian Islamic  League  Party),  IPKI  (League  of 
the  Upholders  of  Indonesia's  Independence), 
and  Parkindo  (Indonesian  Protestant  Party) 
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reject  Soekarno's  conception  "very  cautious- 
ly" (p.  31)  but  fully  supported  it  thereafter? 
Why  "could'nt  we  know  ...  any  longer"  the 
cancellation  (by  Soekarno)  of  his  negotiation 
with  Hatta  to  look  for  the  solution  of  the  PRRI 
revolt  against  the  central  government  (p.  50)? 
Why  is  the  example  of  the  surrender  of  the 
Dewan  Banteng  leading  figures  only  limited  to 
Major  Sofyan  Ibrahim  (p.  66)?  Who  was  that 
major?  And  what  was  exactly  Sjahrir's  view  in 
1958  which  thereafter  "turned  out  to  become  a 
reality"  (p.  64)? 

Besides,  it  will  be  very  meaningful  to  the 
readers  in  assessing  Hatta  if  with  regard  to 
Japan's  war  reparations  and  the  Asahan 
development  scheme  (p.  94),  Hatta's  endea- 
vour (at  the  request  of  the  government)  in 
holding  negotiations  with  the  Japanese  in  1957 
is  pointed  out. 

Mochtar's  elaboration  on  the  same  thing  is 
sometimes  repeated  several  times  (pp.  33  and 
34).  There  are  even  striking  errors.  Burhanud- 
din  Harahap,  for  example,  is  said  to  be 
"compelled"  to  submit  his  mandate  over  the 
cabinet  (p.  24),  whereas  actually  the  grounds  of 
that  submittance  was  due  to  the  fact  that  a  new 
Parliament  had  been  formed.  Kiayi  Dahlan  is 
said  to  be  Masyumi's  leader  (p.  32)  instead  of 
that  of  NU.  The  ultimatum  (in  the  wake  of  the 
formation  of  PRRI)  in  Padang  is  said  to  hap- 
pen in  February  1957  (p.  32)  whereas  it  should 
be  February  1958.  Djuanda  is  said  to  declare  a 
state  of  war  and  siege  (SOB)  in  March  1957  (p. 
33)  instead  of  Ali  Sastroamidjojo's  outgoing 
cabinet.  Natsir  is  mentioned  as  being  the  only 
prominent  who  was  not  willing  to  sit  in  the 
cabinet  formed  by  Soekarno  (p.  33),  while  in 
fact  there  were  still  other  people,  including 
Kasimo  from  the  Catholic  group.  A.H.  Nasu- 
tion  is  called  a  general  (p.  36),  but  immediately 
in  the  following  page  he  becomes  a  colonel. 

Hatta's  letters  contain  criticism  and  alter- 
native thoughts  on  the  development  without 
upholding  the  law  (it  would  be  most  opportune 
if  the  compiler  gives  the  meaning  of  "plus 
royalistes  que  le  roi"  in  those  letters);  con- 
cerning Soekarno's  intention  to  directly  appeal 


to  the  "minderen  van  het  leger"  (the  lower 
rank  and  files  of  the  armed  forces)  to  return  the 
regions  in  turmoil  (this  minderen  van  het  leger 
need  also  to  be  given  its  meaning);  concerning 
the  devaluation  and  the  solutions  to  the  eco- 
nomic difficulties;  concerning  the  arbitrary  ar- 
rest of  a  number  of  political  leaders;  concern- 
ing the  plan  of  forming  a  Malaya-Philippine- 
Indonesia  confederation  which  was  against  the 
independent  and  active  policy  conduct;  con- 
cerning the  Asahan  project;  on  efforts  to  im- 
prove the  monetary  situation.  Unfortunately, 
Hatta's  letters  to  Soekarno  during  those 
periods  which  were  written  from  Stockholm 
and  Rome  (on  the  occasion  of  Hatta's  visit  to 
Europe  for  the  treatment  of  this  illness)  were 
not  included  in  this  book.  Those  two  letters  in- 
dicate the  close  personal  relationship,  but  they 
also  give  an  analysis  on  development. 

"Concluding  notes  from  the  compiler" 
who  presents  five  kinds  of  benefit  and  lesson 
for  us,  seem  to  be  needed  as  appendix.  Firstly, 
to  leave  uncommunicativeness  as  it  is  and 
merely  to  wait  for  an  opportunity  was  not  ef- 
fective in  arresting  the  deterioration  of  the 
development,  let  alone  improving  it.  Secondly, 
to  give  one's  views  silently  (as  was  done  by 
Hatta,  and  this  means  leaving  uncommunica- 
tiveness as  though  he  at  the  same  time  was 
waiting  for  an  opportunity)  was  not  only  inef- 
fective, but  it  also  had  a  very  negative  impact 
on  the  development  of  the  state  and  nation. 

The  loss  and  sufferings  of  the  people  had 
merely  increased,  which  in  fact  could  have  been 
prevented  if  from  the  outset  what  is  known  as  a 
fair  chance  (by  Hatta  himself)  would  not  have 
been  given  to  Soekarno,  since  the  latter  would 
not  have  settled  fairly  his  shortcomings,  let 
alone  his  failures. 

Provided  Hatta  had  from  the  onset  of  the 
Guided  Democracy  actively  engaged  himself 
together  with  the  people  in  blocking  Soekarno, 
perhaps  also  Soekarno  would  have  thought 
twice  before  taking  further  actions.  However, 
one  should  realise  that  Hatta  has  indeed  his 
own  style  in  opposing  Soekarno  after  his  re- 
signation as  vice  president.  It  is  also  his  style 
that  shows  his  greatness. 
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